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Advantages of Society and Association Affiliations* 


By J. Porter Jopiin, C. P. A. 


When accepting the kind invitation to attend this tri-state 
gathering, I was faced with the difficulty of preparing something 
which would be commensurate with the importance of the occa- 
sion. To prepare a paper on some technical subject at this time 
did not seem possible, pressure of affairs preventing, for which 
the season of the year is responsible; so I determined to confine 
myself to a short address with the hope that you would make 
due allowance for what possibly may seem to some of you an 
inadequate response to your request for some expressions from 
me, the honor of which I highly appreciate. The first thought 
that presents itself is that of pleasure that it has been made 
possible that three societies of certified public accountants should 
see their way clear to meet in harmony and good-fellowship for 
the mutual benefit of all of their members. Perhaps one of the 
greatest factors for good in the profession of public accountancy 
has been the meeting together and the exchange of ideas by 
members of this profession who are separated by distance or other 
conditions. Periodicat meetings of the members of state societies 
have had an effect, which, while it would be difficult to point out 
all of the advantages gained, is patent to all. The growth of 
this profession may be, to a large extent, attributed to the organi- 
zations of the accountants in their home states. It is only natural 
that the association of men engaged in a like profession should 
be highly beneficial in its effect upon each practitioner and 
through him upon the public which he serves. The individual in 





*An address delivered at the tri-state meeting held at Baltimore, Maryland, April 
13 and 14, 1915, under the auspices of the Delaware, Maryland and Virginia Societies. 
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working alone without at any time coming into contact with 
those who are working along similar lines, and without having 
the advantage of an exchange of ideas, cannot progress in his 
profession to the same degree as would be the case were op- 
portunity afforded for discussion of matters pertaining to the 
practice of the profession; neither would the same standard of 
excellence prevail, since that incentive would be lacking which 
comes as a result of contact and association with others who are 
working with the same ends in view. 

Perhaps this meeting is as fair an example of the encouraging 
of cordial relations between public accountants as could well be 
presented. Such movements must necessarily make for improved 
relations among your members and it is much to be hoped that 
meetings of a similar nature may from time to time be arranged 
in other sections of the country as well as here. The intercourse 
of members of different societies will have the effect of broaden- 
ing the outlook and will create a better understanding of each 
other’s views, at the same time making for a clearer and fuller 
comprehension of the work that is being accomplished by those 
with whom we are in a measure bound by ties of organization 
and whom we have not been able to appreciate fully because of 
a lack of contact. Enough cannot be said in favor of such 
movements and the hearty sympathy and support of the officers 
of the American Association may, I am sure, be fully reckoned 
upon. Again, a matter of prime importance has been the gather- 
ing together of the state societies by delegations to the annual 
convention of the parent society, the American Association of 
Public Accountants, and while the attendance at these meetings 
has in a measure been confined to delegates from the different 
states it is a source of gratification to note that whenever possible 
and fitting with surrounding conditions members who are not 
delegates have also attended in goodly numbers. I do not mean 
you to infer from this that larger and more fully representative 
attendance should not be looked for at our annual meetings, but 
I think that we may congratulate ourselves at having such at- 
tendances as these meetings have shown. 

The membership in the American Association, which in most 
cases follows admission into state society membership, should 
not be too lightly viewed, although the advantages to be gained 
are not always of such an order as to be valued from the mere 
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standard of dollars and cents or the amount of annual dues which 
is involved. 

Not infrequently the question is raised and the argument put 
forth that the individual member of the state society receives 
little or no benefit from his membership in the American Asso- 
ciation, and it may be well that a brief consideration of this 
complaint be made. It is quite true that, if a member of the 
association absent himself from all meetings and from contact 
with his fellow members and if he look upon organizations as 
being created for the benefit of a few, he will not in any circum- 
stances profit to the extent that he might by giving his full 
and hearty support to the movement. But, even when such a 
one does not participate in the activities of his society, he still 
is a beneficiary in certain ways which accrue to the profession 
as a whole through the activities of his association; and if he 
will awake to a realization of the importance of filling his part 
in the society, even though he be without office or committee 
appointment, he will find that as time advances he will reap 
rewards which he would not otherwise receive. 

In looking a little into the formation of guilds in the earlier 
centuries we find that the spirit which animated the men who 
formed these guilds was in all cases a praiseworthy one, and a 
quotation from an authoritative source would seem not to be 
amiss : 


A perfect acquaintance with the details of the trade and the desire as 
well as the ability to produce good work were in all cases preliminary 
requisities of membership. In fact the main provisions of the craft, the 
very soul of its constitution, were the regulations intended to insure the 
excellence of the products and the capacity of the workman. The whole 
character of the craft guild is explained by these regulations. 


There were also professional guilds, of which the objects 
might be said to be the same. 

In the constitution of the American Association of Public 
Accountants we find the following: 


Its objects shall be to unite in one organization the public accountants 
practising in the United States, to advance the science of accountancy, 
aid in securing uniformity of legislation affecting the profession and the 
business community, uphold the high standard of the profession, and 
encourage cordial intercourse among public accountants. 


It may not be out of the way at this time to touch upon the 
elements which make for a condition of high standards which 
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will accord with the objects of the American Association. To 
grade up to the position of being fully qualified to practise this 
profession a man must have gone through a long period of 
preparation, and he will find that it is also necessary for him to 
continue to study and progress so as to keep fully up with the 
times. During the past decade or two so many new problems 
have been presented in the business world that the accountant 
has been hard pressed to keep up with the demands upon him 
and his ingenuity has been, in many instances, severely taxed to 
enable him to meet the problems which have been brought about 
by conditions which progress has enforced. 

It is more than essential—it is imperative—that the practis- 
ing accountant should have—in addition to experience—honesty, 
truthfulness and conscientiousness ; and in passing it may be well 
to ask, when a man possesses all of these, who among the people 
with whom he comes in contact will not deem him worthy of 
their esteem and support? It is not to be concluded that there 
are large numbers of accountants who are qualified to fill all of 
the requirements that have been set forth. Far from it—for we 
find that in every community there is more or less a dearth of 
well qualified practitioners and almost invariably those who are 
competent and reliable find their time fully occupied. While it 
is possible that there are some instances where the public ac- 
countant may not have lived up to the best traditions of his 
profession, nevertheless it is well to know that as a body the 
American Association stands for the highest ideals and for the 
most efficient work in each and every community in which the 
activities of its members are employed and expressed. 

It is somewhat difficult to give the public proper information 
as to the abilities of a professional man, and the advantages which 
may accrue to it through a closer connection and more intimate 
knowledge of his usefulness. Modesty will, in most instances, 
compel the one whose services are offered to allow his qualifica- 
tions to be expressed through other methods than those of his 
own initiative; and yet there are so few means of setting forth 
the channels of usefulness of the certified public accountant that 
recognition of his ability as of great and lasting value in the 
community would seem to be slow. It is principally by forming 
associations which shall be worthy of recognition by other organi- 
zations of high standing in the community that, in a broad sense, 
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the accountant’s value may best be spread abroad—as well as 
by personal contact, which is after all the most effective means. 

While a professional body of men such as a society of ac- 
countants may not in the very nature of things be other than 
conservative in its activities, still it (the society) may assume to 
set itself forth in such a manner as the individual would very 
rightly hesitate to do, and by so doing gain a recognition in the 
community which will be of such effect as to enhance the stand- 
ing of each of its individual members. The society may easily 
at times be in a position to assert itself for the benefit of its 
members in such way as will be of lasting effect and will establish 
a foothold in the community the value of which it would be 
difficult to measure. 

Perhaps we can all agree that some steps have been taken to 
advance the science of accountancy, particularly through the 
medium of papers presented at the annual meetings of the asso- 
ciation which have been held in different cities during the past 
ten years, and through the columns of THE JourNAL oF Ac- 
COUNTANCY. It would seem, however, that more could be done 
in this line with good results both to those who prepare the papers 
and to those who are benefited through their publication and the 
discussions which they arouse. Each state society could very 
well afford to set aside several evenings during the year when 
papers on technical subjects could be presented and discussed, and 
such papers would find a ready welcome in the pages of THE 
JouRNAL, where they might do additional service in advancing 
the science of accountancy by reaching that portion of the general 
public which is included among its readers. 

The discussion of any technical subject by the members of 
a society invariably produces good results and is extremely help- | 
ful to the profession, for it enables those who are perhaps happily 
possessed of a greater fund of information to be of assistance to 
those who are not so well informed. The tendency will be to 
create a sounder basis to work upon and a greater assurance in 
connection with the position taken as a result of a thorough dis- 
cussion of a vital point in practice. It is not infrequently the 
case that some member has met in the practice of his profession 
with a case which in the unraveling of its intricacies has fitted 
him to give valuable information which may prove to be of great 
service to his fellow members when they are confronted with 
similar conditions. 329 
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The committee work of the American Association may be 
said to be more felt than seen, and it would be difficult to set 
forth or even to explain how much has been accomplished during 
the past ten years through the agencies of the standing and 
special committees of the association. It is true that in a measure 
the work has fallen very largely on the chairman of each com- 
mittee, but members who have served in any capacity on any of 
these committees will surely agree that much has been done to 
advance the science of accountancy through committee work in 
one form or another; and in this way each member of the asso- 
ciation has been benefited to a certain extent. This committee 
work has been notably of advantage to the profession in con- 
nection with securing uniform state legislation affecting the pro- 
fession and in unwearied watching of legislation so that nothing 
inimical to the profession or to the business community, affecting 
accountancy, should be enacted by our national representatives. 

While this is the case it may be well to note that, in conse- 
quence of legislation enacted in some of our states and because 
of the unpreparedness of some practitioners in those districts, it 
may become necessary at some future time to take steps to create 
a uniform plan for a basis of fitness to practise this profession 
and establish a control which would measure up to fair standards 
of efficiency to be demanded of the practitioner. Inasmuch as a 
chain is no stronger than its weakest link, so will our profession 
be reckoned by the general public; and it behooves us to work 
for the establishment of standards of the highest order through- 
out the United States. 

This upholding of its standards would seem to be one of the 
most important objects of a profession ; in no circumstances what- 
ever can we afford to permit the standards to be lowered. This 
is where the value of association would appear to be inestimable ; 
and where individuals alone could not accomplish what is desired 
good results through the activities of our association may be 
hoped for and possibly may be almost assured. Certainly the 
support of every member will be freely given at all times to 
maintain high standards for the profession which he follows. 

It is necessary that grave consideration be given where there 
is any danger of deterioration in standards which are so im- 
portant for the well being of our profession and for the general 
public for whose benefit the profession is practised; and, while 
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the geographic conditions of our country are such as to create 
a situation which is more than difficult to contend with, we must 
not cease our efforts until we are assured that right methods are 
in operation for creating that which will call for high standards 
and for the establishing of a supervision or control which will 
prevent infraction and insure a condition of things compatible 
with ideals and aims of the highest character. Whenever the 
service rendered is in the best sense worthy there will be found 
greater activities, and by establishing high standards with com- 
pulsory measures to insure their being lived up to, each practi- 
tioner will be helped and more general activity will ensue. A 
poor standard will never make for success no matter what the 
limitations of the community may be. 

The necessity for unity of action is obvious and an effort 
should in all cases be made to subordinate individual differences 
to association requirements. 

Perhaps one of the most difficult problems we have to face 
in our progress through life is that of getting along with each 
other, and a compromise of our personal ideas and wishes with 
others’ so as to meet on a common plane those who are working 
for the same results as we are, but who may not have the same 
point of view, will at times be found necessary for the purpose 
of making progress. I am free to confess for my own part that 
we all, more or less, have idiosyncrasies or foibies which at times 
when expressed have an effect quite the opposite to making for 
a closer union with those with whom we come in contact. A 
recognition of the existence of shortcomings in ourselves will 
enable us to make allowances for those who may occasionally 
make an unfavorable impression upon us because of their 
peculiar views. 

The growth of our profession will depend very largely upon 
how we codperate with our fellow members and how successfully 
we manage to codrdinate our ideas. The weight of the profession 
will be correspondingly felt as the community recognizes the 
force with which it is expressed; and codperation and co- 
ordination of ideas will make for a very real stability therein. 

And perhaps the chief thing that we should remember is that 
the practice of this profession is made up of service. The highest 
quality which we can observe in our practice would seem to be 
to serve well. The experience, which is common to one and all, 
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of meeting conditions which are perplexing because of a seeming 
divided interest is worthy of consideration. The view-point of 
a client may be absolutely at variance with the conclusions which 
have been arrived at by the practitioner, and the necessity of 
clinging to the high standards to which he is obligated will re- 
quire on his part much moral courage. The carrying out to a 
logical conclusion of the results of his findings and deductions 
will then be service of the highest order. For the service which 
can be pronounced of the highest order is that which is given to 
the profession as such, the principles of which are to be recog- 
nized against all adverse contentions. In our practice the pro- 
fessional element should at all times be uppermost. The fruits 
of our efforts to maintain a high and ethical standing in many 
cases will not be felt at once; and perhaps it is only in a life 
practice that a faithful practitioner really reaps his reward. It 
is possible, too, that his reward will be made up in chief of the 
satisfaction of well doing and a knowledge of a faithful fulfill- 
ment of his trust. 

It is to be regretted that there is a measure of commercialism 
manifested among certain people who are holding themselves out 
to be public accountants but do not entirely realize their obliga- 
tions to the public when undertaking certain commitments. It 
is quite possible that there will always be those who will presume 
not to care about the ethical side of the question when practising 
this profession, and consequently we are more firmly bound to 
live up to our highest ideals with the hope that by so doing the 
communities in which we live will appreciate the difference and 
recognize the higher quality of standards. 

A consummation devotedly to be wished is a standard to which 
all practitioners will subscribe, and to have a hope of such ic well, 
even if the general average fall short of it. We can, however, 
each do our part in advancing the profession by holding to our 
ideals, even in the face of what sometimes seem to be great odds, 
knowing full well that only by so doing can we justify our practice 
and square ourselves with our obligations. 

The responsibility to the community in which we reside is of 
such a nature as to compel the production for its benefit of the 
best that is in us worked out to the full. 

An absence of high ideals might be called an ignorance of 
the demands of the age. Now ignorance is the lack of education, 7 
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and without doubt the very best method—the only method, in 
fact—of getting higher educational ideas is through the medium 
of publicity. To give little and expect much in return does not 
pay and perhaps the surest way ultimately to get nothing is to 
give nothing. Therefore, when the standards of this profession 
are publicly known to be high, the necessity of living up to those 
standards will be so imperative that those who fail to comply 
with the demands will find themselves “out of the running.” The 
present-day attitude toward matters in general is one of ex- 
pectancy—of demands of good results from all efforts, which 
efforts in all cases must be honestly made; and further the de- 
mand is that services rendered the public shall be of the highest 
order and based on ethical foundations. Should there be a 
tendency to ignore the ethical obligations there will be, in the 
long run, nothing but failure. 

The tendency of modern business is towards organization 
efficiency, and as accountants we are largely dependent on each 
other to maintain the high reputation of the calling we have 
adopted so that no disaster may be permitted in consequence of or 
through failure in our activities. The age demands our services ; 
and, as we prove the worth of these services to the business 
world, so shall we complete the measure of our usefulness and 
gain a proper recognition of our standing in the community. 

The future of this profession looms bright and promising, but 
it may be necessary to cultivate patience at times; and in the 
meantime the organizations to which we belong should at all 
times be nurtured and supported. 
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Financial Statements as a Basis of Credit™ 


By J. Epwarp Masters, C. P. A. 


The subject of my remarks this evening, suggested by your 
president and secretary, Financial Statements as a Basis of Credit, 
is a very interesting and important one, and in order that I may 
keep within bounds as to time it will be necessary to select certain 
fundamental principles and ideas suggested by the main title. 
Those I have chosen are, briefly stated: 


(1) The function and importance of financial statements 
in credit relations. 

(2) The preparation and interpretation of statements from 
the viewpoint of granting credit and determining the 
amount thereof. 

(3) Incorrect and misleading statements—some causes re- 
sponsible therefor and remedies that may be applied. 


The function of a financial statement used as a basis for credit 
is to show the true condition of a concern at a certain time, or 
in other words to throw on the screen a picture of the financial 
position of a going business at a certain moment. There are 
other kinds of financial statements prepared for other purposes 
and in different circumstances—for instance, those of a concern 
in bankruptcy prepared primarily to show the condition of affairs 
under forced liquidation. You, of course, are principally inter- 
ested in the former and I will therefore confine my remarks to 
that class which we will construe to include a balance sheet and 
profit and loss account. 

When financial statements are prepared for credit purposes 
it is a common practice to arrange them so as to give prominence 
to particular facts and figures such as current assets and liabili- 
ties used as a basis for obtaining credit and determining the 
amount to be granted. Financial statements are not by any means 
the only factors to be considered in credit accommodations, but 
the prominent place they occupy was very forcibly expressed by 
the president of your national association in his address before the 
Kentucky Bankers’ Association in September, 1914, when he said: 


*An address before the Boston Credit Men’s Association at Boston, Massachusetts, 
March 9, 1915. 
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“The signed statement is one of the most important elements in 
credit work. In the majority of cases it is the basis upon which 
credit is extended by both banker and merchant.” 

The importance of financial statements as a basis for credit 
has been strongly emphasized recently by the change in banking 
methods resulting from the federal reserve act inaugurated in 
November last, more particularly by that part of the new system 
pertaining to the rediscounting of commercial paper by member 
banks. Another condition emphasizing the important and we may 
say necessary use of financial statements in connection with credit 
work is the extensive development and increase in business and 
the unprecedented growth of large enterprises, which have re- 
sulted in greatly diminishing personal acquaintance between bor- 
rower aud lender—in fact, entirely separating them so far as a 
personal knowledge of each other’s affairs is concerned. This 
condition makes it necessary that the grantor of credit, whether he 
be a lender of money, merchandise or other accommodation, rely 
almost entirely upon financial statements of the borrower, together 
with agency reports and such other information as may be 
obtainable. 

Another thing emphasizing the usefulness and importance of 
financial statements at this particular time is the general business 
condition. I think that to some extent the hard times of today 
exist in the minds of the people, but it is difficult to carry this 
theory far in face of the fact that R. G. Dun & Company report 
the commercial failures in the United States during February, 
1915, to be 2,278 with indebtedness of $32,404,630.00 as com- 
pared with 1,505 suspensions with liabilities of $22,152,193.00 for 
February, 1914. On the other hand the position of this country 
today is that the whole world is becoming our debtor. To quote 
the official statement of our department of commerce: “In the 
six months since August last the monthly trade balance has 
shifted from an excess of $19,400,000.00 on the import side to 
$145,500,000.00 on the export side, exceeding that shown by any 
previous month in the country’s history.” We are thus in the 
enviable position of granting credit to foreign countries and 
business concerns in addition to our domestic borrowers. Under 
these conditions the consideration and discussion of financial 
statements may be said to be especially opportune both from the 
standpoint of the borrower and lender. It is of course necessary 
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for the credit man and banker to analyze and study carefully the 
facts contained in financial statements at all times, but under 
business conditions such as now exist in this country even more 
exhaustive analysis should be made and the searchlight be turned 
upon facts and information obtained from this source. 

To illustrate this point—if you were examining a balance 
sheet as of December 31, 1913, of a textile concern using raw 
cotton in its product, and you saw that the inventory of raw 
cotton was valued at cost you would probably think that was 
the usual and proper method of valuing it at that time. If, 
however, you were examining the balance sheet of the same con- 
cern at December 31, 1914, and noted that the raw cotton was 
valued on the same basis (cost) and upon referring to the previous 
year’s balance sheet found that it was the same basis as then 
used, you might be led to think that the concern was using a 
consistent and proper valuation. When you take into considera- 
tion, however, that the price of raw cotton at December 31, 1914, 
was several cents a pound less than it was at December 31, 1913, 
that an abnormal drop occurred during the latter part of 1914, 
and that in all probability a material part of the inventory at 
December 31, 1914, included cotton costing considerably more 
than the then present value, it will readily be seen that some 
provision should be made for the difference between the cost 
und market value in ascertaining the financial condition of the 
concern. 

There are many similar cases, where, owing to the unusual 
business conditions at this time and the prices of commodities, 
etc., the financial position of a concern is materially affected ; and 
it therefore behooves the credit man who would minimize his 
losses to pay special attention to the valuation of assets in balance 
sheets. 

It has been said that any intelligent banker or credit man can 
determine whether a statement shows a strong or weak financial 
position, provided the statement is correct. You will of course 
recognize that this proviso is the keynote to the whole matter. 
Let us take up, first, statements which are correct and properly 
drawn up so as to set forth the true financial position of the 
concern. Upon the diagnosis of a statement where this is the 
basis for granting credit depends, largely, the subsequent treat- 
ment of the customer by the grantor of credit. Therefore it is 
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obvious that the diagnosis should be correct, since upon this may 
depend the future success or failure of the concern, as may 
the doctor’s diagnosis determine the life or death of a patient. 

I notice from the Bulletin of your national association and 
from other sources that you have given considerable attention 
to the details of financial statements, that is, to the classification 
of the various items of assets and liabilties and to the particular 
characteristics of those items; and I shall not therefore go into 
a lengthy discussion of all the items usually found on a balance 
sheet, but call attention to a few important points that occur to 
me, which you have no doubt considered, but which I think will 
bear emphasizing. 

Much has been written upon the theory, meaning, form, etc., 
of balance sheets, and as a result there is a pretty general under- 
standing of the term, but to obviate any possible misunderstanding 
in our discussion this evening let us briefly state the meaning 
adopted. 

In the first place the balance sheet is almost always prepared 
upon the basis of a going or continuous business, and it will 
readily be seen that the value of assets and amount of liabilities 
under this condition will be different from the corresponding 
amounts viewed from the standpoint of forced liquidation of a 
concern. On the left hand side of the balance sheet are grouped 
the assets, which term, says Mr. F. W. Perley, F. C. A. of 
England, “as used in business now means all available property 
and rights which can be applied in satisfaction of liabilities or 
which can be turned into money or money’s worth.” The other 
or right hand side includes not only the liabilities to creditors 
but also sundry impersonal accounts such as reserves and undis- 
tributed balance to the credit of surplus or profit and loss account. 

The form of balance sheets differs in some respects in the 
case of 


(a) A sole trader or partnership 
(b) Single operating corporation 
(c) Holding corporation 


Particularly from a credit standpoint the latter form requires 
very careful consideration when it is realized that the balance 
sheet of a holding corporation unaccompanied by those of the 
owned and controlled companies may conceal the true financial 
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position of the undertaking as a whole. For instance, a sub- 
company may have an excess of liabilities over assets which may 
not be reflected in the holding company’s balance sheet at all; 
and again the relative proportion of current assets to current 
liabilities may be entirely overlooked. These conditions have 
brought into use the consolidated balance sheet, as being the 
best means of setting forth the true position of holding 
corporations. 

In the work of analyzing a balance sheet I doubt if sufficient 
importance is usually attached to the exact meaning of the terms 
used in describing the various items. Unfortunately there is 
considerable confusion in accounting terminology, but there has 
been a gratifying improvement in this respect in recent years, 
so that in a well-prepared balance sheet will be found captions 
and explanations of the items, the meaning of which is readily 
understood, particularly by those reasonably familiar with finan- 
cial matters. 

# In considering a balance sheet from the viewpoint of short 
term credits the more important items upon which attention 
should be focused are the inventories, accounts receivable, cash, 
investments, if any, additions made during the period to capital 
assets, and the form and amount of the current liabilities. For 
long term credits the capital assets of course play a much more 
important part. 

If you have a balance sheet before you, wherein appears a 
large inventory item with a caption “stock on hand of raw ma- 
terials, work in process and finished goods” the first question 
arising in your mind is: How was the inventory valued? This 
of course cannot be ascertained from the face of a balance sheet 
with no further explanations than the above. Should the caption 
read “stock on hand valued at selling price” the credit man 
would immediately make allowance for a valuation of inventories 
on this basis and in all probability try to ascertain the difference 
between the selling price and cost or market value. 

In the case of capital assets it is not uncommon to find that 
the explanation on the balance sheet indicates whether they are 
stated at cost, appraised, or depreciated value, and you will readily 
appreciate the importance of the basis of these valuations in de- 
termining the financial position of the concern. 

In exceptional cases the plant and equipment item may be sa 
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stated as including good-will, which should call attention to this 
fact and be given such consideration as the circumstances deniand. 

The item of accounts receivable unfortunately is often used 
as a general term and only too frequently—from ignorance, op- 
timism, or dishonesty—used to cover up items of doubtful value 
and of entirely different nature from collectible trade debtor 
accounts. It is not an uncommon practice, and one to be highly 
commended, to amplify the heading of accounts receivable by 
using the term “trade debtors” and stating the nature of the 
other items. 

The exact nature of assets and liabilities of all kinds can be 
explicitly stated in the balance sheet and where care is used to 
explain the items properly the credit man’s work in interpreting 
the statement is greatly facilitated, much trouble and annoyance 
are obviated, and the impression thus created as to the borrower 
is correspondingly favorable. 

Much improvement can be made in the English used in ex- 
plaining and stating balance sheets, and your organization is in 
a position to assist in this improvement. 

In the analysis of a financial statement the relation of various 
items and the changes occurring from one period to another 
should be noted. The relative amount of current assets to current 
liabilities is one of the first points to be considered from the 
lender’s standpoint, together with the proportionate amount of 
fixed assets and the amount of capital provided for the business. 
Upon these factors depends to a large extent the ability of the 
borrower to pay loans at maturity, and they also serve to indicate 
whether the business is being financed on borrowed money or 
paid-in capital. If the former is the case the fixed charges are 
necessarily increased and the financial strength of the concern is 
correspondingly decreaséd. 

Turn for a moment to the profit and loss account supporting 
this item appearing in the balance sheet. It is not by any means 
a general custom, so far as I have observed, to require this state- 
ment to accompany the balance sheet for credit purposes, but its 
importance as a financial statement as a basis of credit is obvious. 
The immediate financial strength of a concern as denoted by 
the excess of assets over liabilities should not be the sole basis 
of credit. A concern may have been very successful in the past, 
created a comfortable surplus out of earnings and have a satis- 
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factory amount of net current assets, yet if this concern is losing 
money and has been for any length of time, the credit to be ex- 
tended should certainly be very limited, if any ; whereas a concern 
with a small amount of net assets but showing profitable opera- 
tions would be entitled to favorable consideration—hence the 
importance of the profit and loss statement as showing these 
conditions. 

Whether or not the balance sheet is accompanied by a separate 
profit and loss account, in more or less detail, or whether or not 
the net results are shown on the face of the balance sheet under 
surplus is perhaps not so important, provided the latter shows 
the net results of the operations during the period, the dividends 
paid and particularly any other credits or charges to surplus 
account. 

In considering financial statements as a basis for credit we 
cannot, unfortunately, lose sight of the losses and mistakes arising 
from incorrect and misleading statements. It should not be 
inferred, however, that all incorrect financial statements are fraudu- 
lent and prepared for the deliberate purpose of deceiving the 
lender. It is important to remember that a balance sheet is an 
estimate of the value of the assets and the amount of liabilities 
expressed in figures, or is the opinion of one or more persons 
as to the financial position, and so long as honest differences of 
opinion exist there will be some uncertainties in every balance 
sheet. The fact that exact figures are used to indicate the assets 
and liabilities does not disprove that they are estimates; for in- 
stance, the amount of accounts receivable may represent the 
exact total due from customers, but it cannot be said that every 
cent of that total will be collected, hence the sum represents 
an estimate of the value of the accounts. 

Fortunately the large majority of humanity is optimistic and 
of course we would not have it otherwise, but when this ad- 
mirable quality of optimism is expressed in a balance sheet it is 
almost sure to lead to misfortune. It therefore becomes neces- 
sary, particularly for the credit man and those of my profession, 
to beware of an undue amount of optimism in stating the values 
in a balance sheet and ascertaining the financial position of a 
business. 

If this desirable optimism could be temporarily subdued in 
the proprietor when preparing a financial statement and- imme- 


340 























Financial Statements as a Basis of Credit 


diately renewed with enthusiasm after the completion of the state- 
ment, it would work great good and I believe that in exceptional 
instances something of this kind does take place. I have recently 
come in contact with a case of this kind, in which you may be 
interested. 

The concern in question found at December 31, 1914, that it 
was in rather serious financial straits, owing, primarily, to two 
causes. First, the unusual drop in the price of certain commodi- 
ties on account of the war in Europe and, second, to unfortunate 
investment in an outside undertaking. The fiscal year of the con- 
cern did not end until after December 31, but the officers felt 
disposed to write off their losses at December 31, showing a 
rather large deficit, on the ground that they wanted to see the 
most unfavorable side of the situation and then put forth every 
effort in subsequent months to wipe out the deficit. The fact of 
ascertaining and showing on the books the amount of the loss 
seemed to act as a stimulus to renewed efforts for the future. 

Aside from the optimistic view, there are several other factors 
that have to be met and guarded against in the interpretation 
of financial statements. I will not dwell upon these but simply 
mention the more important ones. 

Ignorance as to proper accounting principles and methods is 
responsible for a great many incorrect statements. Carelessness 
on the part of those actually preparing the statements and officers 
responsible therefor, together with lack of appreciation of the im- 
portance of these statements, are often the cause of inaccuracy 
and misleading reports. 

Dishonesty is responsible for some losses arising from credits 
granted on the basis of financial statements, but I venture to say 
that losses resulting from fraudulent statements are comparatively 
small in number and particularly small in amount. 

Procrastination may be said to be the cause of some incorrect 
balance sheets. The inclination to put off until a later time the 
provision for bad debts, or to write down the inventory to a con- 
servative value, in the hope that it may rise to the cost price, 
and the all-too-frequent inclination not to provide for depreciation 
until a more profitable year, tend, if persistently followed, to one 
end and that is failure; and in the meantime the proprietor and 
the grantor of credit are both deceived as to the conditions. It 
is oniy fair, however, that consideration be given to the bor- 
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rower’s opinion about the net worth of the concern and to his 
point of view. In a way he is a seller and quite naturally is in- 
terested to make what he has to offer as valuable as possible. 

In view of the several reasons for inaccurate and misleading 
financial statements, some of which it would appear impracticable 
to remove when the statements are prepared and issued solely 
by those desiring credit, and of the serious results of misleading 
statements both to the lender and the borrower, the question arises 
as to how this difficulty may be eliminated or minimized. 

The members of your association are in a particularly ad- 
vantageous position to lend aid and even exert pressure towards 
this end. By suggestions to the borrower as to the form and 
methods used in the preparation of statements you can do much 
to insure honesty and accuracy. Organizations similar to yours, 
mercantile agencies and banks can also do a great deal in this 
direction. Perhaps I may be pardoned if I suggest that the 
accounting profession is in an even better position to assist in 
making these statements more informing and trustworthy, espe- 
cially if we may have your support and codperation in our efforts 
towards securing a proper form and content of financial state- 
ments submitted for credit purposes. 

The certification of borrowers’ statements has been pretty 
thoroughly discussed, not only by accountants but by bankers 
and others engaged in all the principal industries and public 
activities. The custom of having regular audits and certified 
statements has greatly increased in this country in recent years 
and in fact has become quite common in all large and important 
business undertakings. 

The commonwealth of Massachusetts has, I believe, gone 
farther in requiring independent certification of borrowers’ state- 
ments and annual returns of corporations than any other state 
in the union. At the present time every concern borrowing from 
savings banks in Massachusetts is required to have its accounts 
audited by a certified public accountant or by the bank com- 
missioner’s office, and a balance sheet of the concern is required 
to be certified and filed with the bank commissioner and a copy 
supplied to each savings bank from which the concern has 
borrowed. 

The federal reserve board in formulating rules and regula- 
tions for the rediscounting of commercial paper has required 
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statements of borrowers to be obtained through the discounting 
banks, and while some leniency has been shown in applying this 
rule until such time as the system is perfected and running 
smoothly, the importance and value of financial statements as a 
basis of credit are thus greatly emphasized and I think we may 
safely assume that the reserve banks will rely more and more in 
future upon this means of securing protection and sound credit 
relations. 
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Depreciation and Valuation for Rate Making 


By Lewis H. HANEy 


The writer was recently called upon as an expert to give 
evidence in a case which involved the questions: Should depre- 
ciation be included in the valuation of public utility corporations 
for rate-making purposes? This question is one of the most 


perplexing and at the same time one of the most simple of those _ 


problems which occupy the joint attention of the economist and 
the accountant. The trouble seems to lie in the following points: 
(1) a tendency to mix a condemnation or sale basis with the basis 
of rate making; (2) a misunderstanding of the true nature of 
“present value”; (3) a failure to realize the significance of the 
fact that business units have a normal depreciation level con- 
siderably above zero; and (4) a failure to see that an invested 
reserve is at the same time two things, (a) investment, (b) re- 
serve. These points will be taken up in the order indicated, 
though the first need not occupy much time. 

That valuation as a basis for making rates is a question of 

what ought to be, a question of justice, no one will deny; and 
it follows that it is quite a different question from what the 
property will actually sell for at any given time. Yet in a recent 
case, to be referred to again, a commission said: “The gas 
machinery now used by the respondent is for the most part worth 
far less than it would cost to reproduce the same. . . . This 
may be considered in fixing value. It affects the usefulness of 
the plant, and the amount which it can earn in profits. 
It would largely affect the price upon sale. . . .” But valua- 
tion for sale involves change in ownership, and the old owners 
transfer the present value of the plant, while they either retain 
any reserve to cover depreciation to date of sale or get payment 
for such reserve invested in additions and betterments—which 
comes to the same thing. Such valuation must not be confused 
with the case in which both present value and accrued depreciation 
remain in the hands of original owners. 

This raises the questicn: What is this “present value,” and 
what is its relation to valuation for rate-making purposes? The 
present value of a machine is what the machine, if considered 
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apart from its original cost, its accrued depreciation and future 
need of replacement, would sell for at any given time. In reality, 
it is merely an accounting abstraction and has no real existence 
in normal cases. The machine, at any given year of its life, may 
be giving as efficient service as it ever gave, so that its current 
earnings are as great as they ever were. On the other hand, it 
would cost just as much as it ever did to get another machine 
¥ like it to replace it. Accordingly, as earnings and cost, which ) 
are the factors that largely determine demand and supply, are | x 4 
the same as in the beginning, real value is also the same. A 
replacement fund is a normal and necessary part in the life history 
of the machine, and, assuming that prices remain unchanged, the 
total real value of the machine is the same as the original invest- 
ment. It is only when depreciation is not allowed for that we 
get the amount that is called “present value,” and this is merely 
a partial value. The true value is a total value that includes the 
partial present value together with the replacement fund. 

It will be observed that the so-called “present value” has no 
, independent existence. It is derived from and dependent upon 
the amounts of original investment and depreciation, We may 
infer, therefore, that it cannot be taken as an independent element 
to use in determining the true value. 

Here the questions occur to one, Is this present value not the 
| market value? Is it not what determines the price that the ma- 

chine will bring on the market? A moment’s reflection will show 
that it is only apparently and not really true that the machine 
sells at its “present value” without regard to depreciation and 
original cost. What really happens is this: the present owners 
| have their capital (their machine, in this case) in two parts, 
one its “present value” as depreciated, the other a fund for meet- 

ing depreciation—a replacement fund—(this fund is equal to 
the difference between original investment cost and “present 
value”*). It may be set aside and held as a reserve in the shape 
) of cash, or property investment in the business or elsewhere, or 
; be distributed in dividends which will be drawn upon currently 
| as renewals are required. (In this latter case, each stockholder 
1. or owner must virtually keep a little replacement fund of his 
own.) When the owners sell “at the present value” they really 
only sell the “present value,” and retain for themselves the 





| ' *Maintenance and scrap value ignored. 
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replacement fund accrued. They are selling only part of the 

machine. That is why they appear to sell the machine for less 

than its cost—why depreciation is not included in its value. 
Having disposed of the present value idea as applied to a 


_ single machine, it remains to call attention to the significance of 
‘the fact that a public utility plant is composed of many different 


machines having different lengths of life, etc. It is now well 
known that, assuming continued service, the plant as a whole 
can never depreciate to zero. Its life, so long as it gives service, 
is everlasting ; for replacement takes place in a series of relatively 
small amounts that are spread along with some degree of regu- 
larity over a considerable period of time. This being the case, 
the present value based on remainder of life can have little or 
no significance in valuation for rate regulation. There never 
comes a time when the owners can come before the public and 
say: “Our plant is entirely worn out, and we must have a valua- 
tion based upon the cost of an entirely new plant.” This, in the 
writer’s opinion, is the great reason why there has been such a 
strong trend toward denying corporations the right to include 
depreciation in valuation. If the plant as a whole wore out as 
a single machine would, and the corporation could come before 
the public with the above statement of condition, it is probable 
that no one would ever have seriously questioned the propriety 
of including depreciation in the true social value of a plant; for 
it would periodically have been made patent that the inclusion 
of depreciation is necessary if plants are to remain in existence. 
The public has virtually said: “Because the owners must continue 
to operate, and can be compelled to operate so as to give us good 
service ; and because their depreciation has been largely offset by 


_ replacement made in the past, before plant depreciation settled to 


the normal level set by the avetage depreciation rate of its various 
parts ; and because it will continue to be offset in the future, thus 
insuring service; therefore, we will refuse to allow them to in- 
clude depreciation in the fair value upon which they may earn 
rates. They will have to get along without it.” 

Finally, there is the question of invested reserves. Here the 
writer would direct attention to the reasoning in the recent case 
of Pillsbury et als. vs. Peoples Gas Light Co. as laid down by the 
New Hampshire public service commission. 

In this case, the commission reasons in such a way as to lead 
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to the conclusion that a replacement fund ought to be held with- 
out being put to any use other than direct replacement of depre- 
ciation, a conclusion which if put into practice would obviously 
lead to great waste, if it did not make the accumulation of a 
‘reserve impossible. It is argued that even when invested in ex- 
tensions and betterments the company has no right to make a 
profit on the replacement fund. “So far, at least, as the additions 
and betterments made from earnings constitute a reserve to cover 
depreciation, the respondent has no right to earn a return thereon, 
in addition to a return upon the undepreciated value of the 
original properties” (Reports and Orders, vol. IV., p. 410). The 
commission shows that, in order to insure a return upon the 
original investment, the reserve should be put into additions and 
betterments, but then argues that the original investment should 
be reduced in value by the amount of these same additions and 
betterments! Now, if the reserve is deducted, it would appear 
that it might as well be hoarded in a stocking; and such is the 
conclusion that would follow from the commission’s reasoning 
as analyzed in the following paragraph: 

“In order to make a reserve for depreciation (replacement 
fund) possible, earnings must be based upon value of capital 
new. This is fundamental. Unless we can assume a continuous 
income during good service on the basis of undepreciated value, 
there can be no continuous reserve for depreciation. Then, as 
the reserve fund accrues, the question arises, what disposition 
is to be made of it, pending the completion of depreciation? 
(1) It may be put in a bank to draw interest. This, however, 
would usually be poor business. We merely note that the in- 
terest would be in addition to earnings on the undepreciated 
value of the original properties. (2) It may be invested in the 
securities of some other business, and thus secure not only interest 
but some share in profits. This would generally be better business. 
It will be noted that in addition to earnings on the original 
capital, the company is now getting interest and profits upon its 
reserve for depreciation—indeed it could not afford to make the 
investment unless it could secure such income. (Of course its 
investment is all the time liable to demands for replacement in 
the original capital, which demands may be met by drawing on 
the income from the investment, by making the investment the 
basis for a loan, or by sale of the property concerned.) (3) The 
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reserve may be invested in the company’s own plant in the shape 
of betterments and extensions, when the company will justly 
expect the same returns as would be secured if invested elsewhere. 
All the time, of course, this reserve owes its very existence to the 
fact that earnings are being allowed upon the undepreciated value 
of the original properties as long as they continue to render 
service.” 

On this point, the commission overlooks the fact that additions 5 
and betterments constitute new plant, and that capital is increased 
by the amount of the reserve so invested, although subject to the | 
call of the original investment for replacement. Because the 
additions are made out of earnings it does not follow that they 
represent overcharges to the public nor that they should be ' 
allowed in turn to make earnings. The new plant is none the less 
new plant because the funds for its construction have in a sense 
been borrowed from a depreciation reserve, is it not? The actual 
tangible equipment at the service of the public is increased, is it 
not? (The old plant is still giving.service, while the additions 
are giving additional service.) As to allowing it to make earn- 
ings, what difference does it make whether its assets are offset 
by a liability in favor of a reserve or not? And surelv no one 
will maintain that it makes no difference whether the reserve is 
held in bank or is invested in additions and betterments! It seems 
to the writer that unless the ordinary interest and profits are 
allowed on invested reserve for depreciation, in addition to returns 

) on the original investment, either the public will in the end have 

Hit to pay higher rates or the reserve will be invested in other 
industries. 

i} The writer has found so much misunderstanding on the point 

involved in the foregoing paragraph that, at the risk of being 

tedious, it may be well to put the idea in another way. If the 

| original plant cost $100,000, and depreciation at 5 per cent. and 

Bh it earnings at 6 per cent. are allowed, then these per cents., about 

| | 11 per cent. in all, must be allowed each year. They must be 

figured on the basis of $100,000. Here the question arises: Is 

the annual 5 per cent. depreciation reserve not a part of the 

| $100,000, so that the assets as set forth in a balance sheet would 

sm ai | ‘read: 
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ie Plant and machinery.....: .... $100,000 

| ii Less 5% depreciation......... 5,000 $95,000 
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And can the $5,000 reserve ever be reckoned as an addition 
to the $100,000? In answer it must be noted, (1), that the $5,000 
reserve is obtained only by taking 5 per cent. of $100,000 for each 
of the twenty years assumed; and that unless this original cost 
value can be made the basis for regular annual depreciation and 
earnings, the investment will not be made. In a word, in spite 
of depreciation, the sum of $100,000 remains the basis of earn- 
ings justly allowable on the old plant. (2) If, now, the first 
year’s depreciation, $5,000, is put into new plant, what do the 
accounts show? If additions and betterments are really made, 
that fact must logically appear in an increase in assets of $5,000, 
an addition which is none the less real because a proportionate 
liability must be entered to express the fact that the same amount 
is due depreciation. For the purpose of showing the basis of 
earnings—not for the purpose of displaying the accountant’s 
“present value”—the balance sheet should read: 


Assets ; Liabilities 
Original plant and machinery. .$100,000 Capital stock. .$100,000 
Invested reserve: new plant... 5,000 Depreciation.. 5,000 


The idea that the invested reserve must be deducted from the 
amount that is to serve as the basis of earnings involves two 
confusions: (1) We confuse the basis for just earnings or rates 
with the “present value” of the original plant. (2) We confuse 
the reserve for depreciation with the additions and betterments 
that constitute new plant. If we were not concerned with the 
just basis of rates nor with invested reserve, the accounts might 
be set up as follows without leading to mistake: 


Assets Liabilities 
Plant and machinery. .$100,000 Capital stock. .$100,000 
Less 5% depreciation. 5,000 $95,000 | 


Another phase of this same question of allowing a return on 
invested reserve is the commission’s argument that the public is 
asked to pay for something that it does not receive. 

“It is self-evident that it would be unjust to the public to 
require a return to be paid upon the full undepreciated value of 
the original property, and upon the extensions made from the 
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depreciation fund as well. The contention of the respondent. 
in effect is that it should be rewarded for its failure. to set up a 
depreciation reserve account upon its books by the addition to 
its plant capital of the full provision made against depreciation.” 
“But (1) does the construction of new plant diminish the com- 
pany’s liability, whether in accounting or at law, to replace the 
old plant? (2) Does the new construction decrease its liability 
to make such replacement? The old plant goes on giving the 
usual service—this is not denied. The additions and betterments 
or new plant either (a) improve the service, (b) reduce expenses, 
or (c) extend the scope of the service. In any one of these 
events, the net earnings of the company are justly maintained or 
increased ; that is, the people as a whole pay more because they 
get more. The point comes to this: the cost value of the plant 
is increased by the cost of the additions and betterments; but at 
the same time there is at least a proportionate increase in income ; 
therefore the just value of the original plant is not decreased by 
the reserve invested in additions and betterments. The opponents 
of including depreciation in valuation overlook the fact that in- 
creased earnings from the invested reserve tend to keep rates 
down, and thus offset the effect of allowing an increased plant 
value.” 

This whole problem seems to the writer to have arisen out of 
the ease with which the meanings of the words “capital” and 
“reserve for depreciation” are varied. Sometimes the talk is of 
adding the reserve to the undepreciated original capital; some- 
times to the mere present value of that capital. Sometimes the 
reserve has been paid as a current operating expense, sometimes 
it is given a separate place as a formal reserve on the accounts ; 
and if so separated it may be invested as new capital in betterments 
and extensions, or not. Finally the depreciation may be one that 
draws on the reserve currently, or one accruing through long 
periods. In the case just examined, for instance, the issue is 
confused by the fact that the company had kept no distinct reserve 
for depreciation on its books, nor was it clear whether the com- 
pany had been making investments out of earnings that were 
more than enough to serve as a reserve for depreciation, nor to 
what extent depreciation had been paid out of earnings. As a 
result, the quotations made above may be regarded as obiter dicta, 
in so far as the order given in this particular case is concerned. 
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Is the conclusion, then, not as follows? First, the case must 
be cleared of all ideas of condemnation or selling price, and the 
thought be centered on the question of what is necessary to secure 
adequate investments in the public utility field. Then, clear cut 
definitions of all terms in the question must be agreed upon, and 
distinctions between “replacements” and “additions and better- 
ments” be made, 

Finally, the following questions must be asked: Is not a fund 
to replace depreciation a part of the owner’s capital? To provide 
this fund, must not the owner’s earnings be based upon the full 
value of the original property? If the fund (reserve) is borrowed 
from the original capital and invested in new plant, is the total 
technical capital (actually yielding service) not increased thereby, 
so that earnings (gross) must be allowed on the basis of the 
larger amount? The answer given in this paper is in the 
affirmative. 

In any case, a company must be allowed to earn enough to 
compensate itself for risks and costs of organizing and directing 
any new plant added to its original investment, whatever be the 
source of the funds used to build it. 
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Accounts for Material on Engineering Construction 


By Lestie H. ALLEN 


In a previous article (JouRNAL or ACCOUNTANCY, July, 1914, 
page 38) the writer’s method of distributing the payroll of the 
construction force was outlined. It is the purpose of this paper 
to deal with the accounting for the cost of materials used and sub- 
contracts made in construction work, to be followed by a further 
article on the apportionment of indirect expense. 

The accountant will find that the problems to be considered 
are very different to cost accounting in factory operations. A 
machine shop, hardware factory or textile mill will buy large 
supplies of stock or raw material, and will charge them to stores 
account and from stores will issue them in large or small quanti- 
ties from time to time against requisitions from the various de- 
partments using them. At first sight it might seem that this would 
be a suitable method to use on construction work. But it has 
been found that owing to the entirely different character of build- 
ing operations a general stores account is a very difficult thing 
to handle correctly on a construction contract, and other methods 
can be utilized which give quicker and more accurate results. 

A building construction contract generally lasts from six 
months to two years and seldom occupies a longer time than this. 
During this time the character of the operations is constantly 
changing. Excavation and foundation work will occupy the first 
six weeks or more; then brick work, concrete and carpentry will 
be carried on for two or three months; then will follow roofing, 
painting, glazing, steam fitting, pipe lines and fire mains, etc., 
each trade having its own place in the order of operations, some 
being carried on simultaneously, and all calling for different kinds 
of material in varying quantities. 

Unlike factory operations—in which many materials are 
ordered in bulk without regard to the ultimate use to which they 
are to be put—in a construction contract, occupying as it does a 
short space of time and having its character and extent definitely 
decided in advance, the quantities of all materials required are 
scheduled and ordered for the specific requirements of the various 
parts of the work. The amount of waste is usually small and 
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the quantity of brick, steel, cement, lumber, etc., for each part 
of the work can be and is carefully scheduled in advance with a 
small allowance for the permissible waste, and the total quantities 
thus determined are ordered for the work. If changes are made 
in the plans, supplementary orders or schedules are made, but at 
no time is there any uncertainty as to the use of the materials 
ordered, and materials are not ordered in bulk without knowing 
to what they will be charged. When the materials arrive, the 
quantities ordered for each part of the work can be charged to 
the accounts for their operations without the necessity of charg- 
ing into and out of a stores account. On a well conducted job, 
the amount of unused material on hand at the completion of the 
work will be very small and its value negligible. 

The basis of the account should be the engineer’s estimate of 
the quantities and cost of the work (referred to in the previous 
article), which is made before the work is started. An account 
should be opened for each of the principal divisions of the work 
shown in this estimate, and no account should be started that 
will not tie up finally with some part of this estimate. In fact, 
this estimate may be treated like a budget, and the amounts shown 
for the different parts of the work be considered as appropriations 
for the various parts of the work. If the accountant sets at the 
head of each account the amount estimated for total expenditure 
he will be enabled to watch more closely the comparison of actual 
and estimated expenditures and to detect at once if any item is 
exceeding the estimated cost. It is very desirable that the en- 
gineer be consulted before the accounts are set up, as a few 
explanations from him as to the scope of the work and the pro- 
gramme of operations will give a clear understanding of the 
work at the outset, and possible mistakes will be thus avoided. 

In the construction of a large cotton mill or factory, or a 
hydro-electric development, or other piece of construction work, 
the larger portions of the materials supplied fall under several 
main headings or are connected with the major operations or divi- 
sions of the work, viz., excavation, foundations, structural steel 
framing, brick work, stone work, concrete work, reinforced con- 
crete, wood framing of roofs and floors, partitions, and so on, 
followed by the items of building equipment, such as plumbing, 
heating, etc., and building finish such as carpenter trim, flooring, 
painting, etc. A material account should be opened for each of 
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these headings with sub-headings for each item composing same 
on which a special record is desired. 

For instance, in the account for excavation, there would be 
a sub-account for drills, boilers, steam hose, and other equip- 
ment for rock drilling. Then there would be a sub-account for 
dynamite, fuses, blasting caps and batteries, and other explosive 
supplies. Then a sub-account for tools and general supplies, such 
as picks, shovels, rubber boots for working in water, etc. If 
work was in wet ground there would be a sub-account for 
steam pumps and supplies for same, and so on. If the job were 
a small one these sub-accounts would not be divided, but could 
all be kept in the one general excavation account. At the end of 
the job the total of this account would be divided by the number 
of cubic yards of material excavated, and the cost of this material 
would be apportioned to the various buildings according to the 
amounts of earth and rock removed when excavating for the 
foundations. Similarly, the account for brickwork would con- 
tain sub-accounts for the brick, lime, cement, sand, tools, staging 
lumber, and so on, and the totals of these would finally be brought 
together and divided by the number of cubic feet of brickwork 
laid (which would be ascertained from the labor cost accounts), 
and a division between buildings or parts of the structure made 
in accordance with the divisions shown on the original estimate 
(referred to in the previous article). 

It will be readily seen that this method of keeping costs 
according to operations and not according to buildings will save 
a great deal of clerical work, for if a plant containing ten or 
fifteen buildings were built and the accountant attempted to 
separate the cost of each building, it would be necessary to have 
one storekeeper at the brick pile to book out the bricks as taken 
to the different buildings, another man in the cement shed to book 
out cement in a similar way, which might be going out con- 
tinuously to three or four buildings at once, another man or two 
to check the lumber piles, another man on fuel and power supplies, 
and so on. 

There are one or two articles which have to be distributed 
between two or three of these accounts. One of these is the 
item of cement, some of which is charged to concrete work in 
foundations, some would be charged to reinforced concrete in 
the superstructure, and some to brickwork, some to plastering, 
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and so on. Another item would be lumber, some of which would 
be used for temporary form work for concrete, some would be 
used for staging, some for cofferdams, some for sheeting of 
trenches, and some for work in the permanent structure, such as 
roof beams and plank, etc. In the case of the cement, which is 
ordered in bulk, it is best to charge the whole quantity to the 
account which takes the largest amount of same and to transfer 
by credit and debit entries the amounts used on the smaller items _ 
of the work. In the case of the iumber, this is generally ordered 
from time to time in special orders for the specific parts of the 
work, and there is no difficulty in identifying the items as they 
come in and charging them to the right accounts. Each sub- 
account should include its own freight charges. 

In keeping accounts for lumber used for temporary purposes, 
it is sometimes found that lumber bought for sheeting a trench 
or bracing structural steel framing is afterwards re-used for 
staging or centering on other portions of the work. The proper 
practice in such a case is to credit the second-hand value of the 
lumber to the account to which it was originally charged, and to. 
transfer the same cost as a debit to the new account to which it 
belongs. 

It frequently happens on large engineering structures, such 
as dams and power plants, that a temporary boiler and compressor 
plant is installed to serve the whole of the construction work— 
drills, pumps, mixers, derricks, and so on—all being operated 
from the same power house. In this case it will be necessary to 
set up an account for the temporary power plant, and to it charge 
the cost or depreciation of the boilers and the whole cost of fuel, 
oil and waste, and the cost of mechanics and laborers setting up 
and mechanics and firemen operating same. This cost would be 
finally distributed according to the amount of power supplied to 
the different operations of the work, as described later. 

Unloading, teaming and freight charges are items which 
should present no difficulty; they are considered part of the cost 
of material and should be entered to each account with the 
materials to which they belong. Most of the principal items come 
by rail, and prices are usually quoted with railroad freight 
allowed to destination. When material has to be teamed from 
the railroad, this may be done by sub-contract with a local teamster 
who unloads and teams material to the site at a fixed unit price 
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per ton, per barrel, or per other unit, as the case may be. Or the 
contractor may haul with teams hired by the day. In the former 
case, no difficulty is found in charging teaming to the item to 
which it belongs. In the-latter case, the teams should be entered 
on the payroll sheets with the labor and treated as a labor item, 
and each kind of material should finally be charged with the cost 
of labor expended on it. In like manner, the final unloading of 
railroad cars or teams at the job is done by the contractor’s men, 
and their time appears on the payroll. Their labor is added to the 
direct cost of the material before it is distributed. If horses, 
mules and wagons are purchased for job account, it will be neces- 
sary to set up an account for same similar to that for the tem- 
porary power plant. To this account will be charged cost of live 
stock and feed for same, erection of stables, wages of stablemen 
and farriers and blacksmiths’ expense. The time worked by the 
horses and mules will be kept in hours or days, and their value 
distributed among the operations of the work at a rate based on 
the cost of the account as itemized above, divided by the total 
number of horse hours or days worked. As it is desirable for 
current use in the cost accounts to determine this rate in advance 
(in order to get complete daily costs on teaming), it will be 
necessary to estimate and establish a provisional rate at the start 
of the job, which can be corrected and adjusted when the job 
accounts are closed. 

Many of the important items of material are not only furnished 
but erected by specialist firms. These are known as sub-con- 
tractors, and usually contract with the general contractor to 
do their portion of the work. (Sometimes, however, they have 
contracts direct with the owner, but they are always spoken of 
among engineers as sub-contractors.) Among important opera- 
tions which are almost invariably sub-contracted for are structural 
steel framing, painting, roofing, plumbing, etc. Sub-contracts 
are nearly always let on a lump sum basis or on a unit price basis 
of so much per ton, per yard, etc., as the case may be. The dis- 
tribution of their costs among the parts of the undertaking is a 
simple matter, but it will be obvious that it is not possible to keep 
separate records of the labor and material expended by the sub- 
contractors, as their payrolls and bills for materials do not 
appear upon the books of the general contractor or the owner. 
He has to pay in installments from time to time according to the 
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progress of the sub-contractor’s work. For convenience, the con- 
tractor’s accountant usually classes his sub-contract payments with 
his material accounts, in order to preserve a clean distinction be- 
tween labor, by which the contractor means his own payroll labor, 
and other expense which he has roughly classed as material. 

The accountant should keep in close touch with the purchasing 
agent of the contractor’s organization, and should keep a careful 
record of all the important orders placed. Sub-contracts for steel, 
plastering, and orders for glass, windows, brick, etc., may often 
be placed months before delivery, and a proper statement of ex- 
pense incurred, but not paid out under this head, is a material 
help to a proper review of the financial condition of the job. 

The contractor’s material clerk should be supplied with a list 
of the accounts and divisions with their numbers or code symbols, 
and he should be instructed to mark every bill with the mumbers 
or symbols, so that the entering of them on the cost records should 
be only a routine matter of clerical work. 

At the close of operations, the depreciation on plant will have 
to be allowed for before crediting the construction plant. On 
work of any magnitude, it is the usual practice to buy new con- 
tractor’s plant, such as boilers, hoisting engines, derricks, con- 
crete mixers and towers, industrial track and cars, etc., and also 
a complete new outfit of tools. On smaller work, it is customery 
to buy second-hand plant or to rent it from a firm which makes 
a specialty of this. The writer’s company, however, makes a 
practice of renting its construction equipment to the owners for 
which it works, the rental value being based upon its estimated 
life and cost of renovations. In the former case, when allowing 
for depreciation at the close of the work, it must be remembered 
that the life of construction plant is very short and depreciation 
is very much more rapid than depreciation of equipment in a 
factory. The contractor’s plant is set up in the open: it is sub- 
jected to very rough usage, often improperly set, improperly 
housed, and not properly cared for. In very few cases can the 
life of a piece of construction plant be reckoned at more than 
two years, and in this space of time it would call for extensive 
renewals of worn parts and repairs. 

In construction work far from a town it is necessary to build 
a camp and either board the workmen or run a commissary store 
at which they can purchase food and merchandise. The cost of 
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building, furnishing and caring for the camp, with its sanitation, 
etc., should be a separate account. And the cook house (if men 
are boarded) and the commissary (if they board themselves) 
should be another account. The latter should be at least self- 
sustaining, if not profitable. 

Cash discounts should be deducted from the cost of each item 
of material, and not shown as assets or profit as they would be in 
accounting in a manufacturing plant, as the whole expense of con- 
struction work is in the establishing of an asset for the owner, 
and not a piece of merchandise for him to sell. 
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EDITORIAL 
Educating the Public 


At the convention of the American Association of Public 
Accountants held in Washington in September, 1914, a resolution 
was adopted to the effect that the association, through its proper 
committee, should enter upon a campaign of education in regard 
to the work of the public accountant and its relation to the 
general public. 

The committee which was entrusted with the carrying out of 
this resolution is the special committee on general relations which 
has now prepared and is circulating under the heading The Ac- 
ceptability of Commercial Paper the following pamphlet : 


The federal reserve board uses commercial paper as a basis for issuance 
of currency. The acceptability of paper offered by member banks for 
rediscount depends upon the strength of the original maker and upon the 
evidence of validity presented by the rediscounting bank. 

The federal reserve board demands that the rediscounting bank have 
accurate information in support of statements submitted by borrowers. 
No banker can afford to offer commercial paper ivr rediscount unless he 
has employed every proper method of verifying the statements of bor- 
rowers. An unendorsed report of conditions should not be considered 
sufficient. 

Circular No. 13, November 10th, 1914, provides as follows: 


“The required statement should be signed under oath and 
should contain a short general description of the character of 
the business, the balance sheet, and the profit and loss account. 
Assets should be divided into permanent or fixed investments, 
slow assets, and quick assets. On the liability side should be 
shown capital, long-term loans, and short-term loans. Short- 
term loans should be in proper proportion to quick assets, and 
the statement should contain satisfactory evidence that short- 
term paper is not being sold inst permanent or slow invest- 
ments. The statement should, furthermore, show the maxi- 
mum aggregate amount up to which the concern supplying 
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this paper expects to borrow on short credit or sale of its 
paper, and the concern giving the statement should obligate 
itself to obtain the member bank’s consent before exceeding 
the agreed limit. The affixing of the stamp stating such paper 
to be eligible for rediscount will be considered a solemn and 
binding declaration by the member bank that the statement 
has been examined from this point of view and that the paper 
bought complies with all the requirements of the law and the 
regulations hereby imposed.” 


It is impossible to conceive of any method by which satisfactory evi- 
dence can be given that short-term paper is not being sold against per- 
manent or slow investments except the statement of one who has 
thoroughly investigated the financial conditions and general methods of 
the borrower. 

Success of the federal reserve bank act depends upon the faithful co- 
operation of the bankers of the entire country. Tremendous possibilities 
of fiscal betterment lie in the administration of the new law—but the 
banking world must assist. 

The banker cannot afford to take chances at any time. Especially is 
caution imperative when the whole financial fabric hangs upon the 
banker’s conduct of affairs. 

Justice to the federal reserve board, the banking system as a whole, each 
bank in particular and the borrower himself, demands the adoption of 
every precaution. 

No man can speak impartially of his own property. No statement of 
condition can be accepted at its face value unless it bears independent 
endorsement. 

Senator Root has said that “the spirit of optimism in the absence of 
restraint leads men to take a rosy view of the future. The earning 
power of properties is (innocently) overstated; the success of enterprises 
seems absolutely sure, and failure impossible.” 

In all probability the federal reserve board will soon issue explicit 
rulings on the subject of certification of borrowers’ statements. The 
question has already been mentioned in circulars of the board. In the 
meantime it is essential that bankers themselves insist upon the verification 
of statements presented with applications for loans. The great bankers 
of the country favor the universal requirement of certification of bor- 
rowers’ statements. The laws of thirty-nine states call for the licensing 
of men who after examination shall be found qualified to investigate and 
report upon such statements. The modern business man believes in 
examination of his affairs. 

The American Bankers’ Association has adopted resolutions in favor 
of making mandatory a certified public accountant’s approval of every 
statement presented in support of application for credit. The only thing 
that has prevented the general adoption of the principle has been the 
competition among banks themselves. 

The federal reserve bank act presents an opportunity to work effectively 
in unison for the improvement in credit relations which will follow in- 
sistence upon complete examination and unprejudiced report on financial 
conditions of borrowers. 

It is essential that the reports of auditors should go into sufficient 
detail to give an exact and trustworthy presentation of the borrower’s 
affairs. The scope of the auditor’s work is often specifically limited by 
his instructions from the client, and the auditor is therefore obliged to 
give a qualified certificate, with the result that the banker is sometimes 
disposed to criticize the auditor for apparent omissions which are entirely 
beyond the auditor’s control. This condition would be remedied if 
bankers would insist that the auditor be given full power. 

The certified public accountants’ society of this state presents this 
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important subject to your attention and requests your co-operation in 
bringing about a condition that will work to the advantage of both the 


- banks and their borrowing customers. 








The method of distribution of this pamphlet is one that is 
intended to obviate all criticism on the score of advertising, and 
at the same time to accomplish the widest possible dissemination of 
the information which the pamphlet contains. 

Briefly, the plan is for each state society to prepare a list of 
those persons, firms or corporations to which the pamphlet could 
with advantage be sent and to notify the national office of these 
names so that the pamphlets may be distributed from the associa- 
tion. No individual member of the association will have the 
privilege of circulating the pamphlets, but on the last page it 
will be permissible to insert the name of the state society which 
is responsible for the distribution, and, if desired, an alphabetical 
list of the members of the state society may be included on the 
inside cover page. 

By this means it is believed that the necessary educational 
purpose will be served without the element of personal advertising, 
which is so objectionable to the ideals of professional ethics. 

The publication of this first bulletin is an interesting experi- 
ment in the education of the general public, and upon its success 
or failure will depend the continuance of the campaign of en- 
lightenment which it is intended to inaugurate. 

The pamphlet (which bears upon its cover the subtitle Bulletin 
No. 1) carefully avoids anything in the nature of a detailed 
analysis of the certified statement which should accompany 
applications for loans. It merely sets forth the broad principles 
underlying the certification of financial statements, and endeavors 
to impress upon its readers the obvious advantages of submitting 
to an independent investigation for the benefit of the borrower as 
well as of the lender. 

For a long time the question of approaching the public has 
been one of the most frequently discussed problems of the pro- 
fession. Everyone recognizes the undesirability and the majority 
recognize the futility of personal advertisement. It is incon- 
ceivable that the modern man of business should be so careless of 
his own welfare as to determine the selection of his auditor on 
the basis of advertisement, whether in the public prints, by letter 
or by solicitation. 
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There is, however, a need for bringing to the public, particu- 
larly in the newer sections of the country, a clear idea of what 
accounting in its true sense should be, and the problem has been 
to reconcile the abhorrence of personal advertisement with the 
need for public education. 

The plan adopted by the American Association of Public 
Accountants through its committee on general relations seems to 
us to come nearer to a satisfactory solution of the problem than 
any other method of which we have record, and if the proposition 
of the committee is favorably received by the state societies there 
seems every reason to believe that a considerable advantage will 
accrue to the profession and the public. 





New C. P. A. Legislation 


During the past winter six new C. P. A. laws have been added 
to the statute books of the states. 

Arkansas, Kansas, Indiana, Iowa, South Carolina and Texas 
have enacted laws providing for the issuance of certificates to 
public accountants with the title “certified public accountant.” 

The new laws bring the total number in the United States to 
thirty-nine, leaving only nine states in which there is no certified 
public accountant law, namely, Alabama, Arizona, Idaho, Ken- 
tucky, Mississippi, New Hampshire, New Mexico, Oklahoma and 
South Dakota. 

Of the new laws enacted some are reasonably satisfactory 
and some are entirely unequal to the standards set up by other 
leading states and required by the American Association of Public 
Accountants as a condition of membership. In two cases the new 
laws provide that the issuance of certificates shall rest with a 
group of state officers, none of whom necessarily has the slightest 
knowledge of accounting. These laws place the accounting pro 
fession on a plane with many of the trades. 

At a meeting of the trustees of the American Association 
held on April 12, 1915, it was resolved that two of the new laws 
could not be considered as complying sufficiently with the 
standards of the American Association to render the holders of 
certificates issued thereunder eligible to membership in that 
association. 

This is a step in the right direction, but there is still a long 
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journey before the profession if anything approaching a satis- 
factory condition is to be attained. 

Of the thirty-nine states having C. P. A. laws a great majority 
conform fairly closely to the ideals of the American Association, 
but, so long as there are inferior certificates, the name “certified 
public accountant” does not and cannot mean so much as it should. 

It should not be necessary to question a man as to what state 
granted him his C. P. A. degree. It should be sufficient to know 
that he is a certified public accountant of a state of the United 
States, and with that recommendation there should be a fair 
amount of confidence in the man’s ability and integrity. Un- 
fortunately, it is no indication either of ability or integrity to 
receive a degree (particularly under the waiver clause) in some 
of the states. 

The American Association of Public Accountants, through 
its committee on state legislation, carefully watches the progress 
of certified public accountant legislation, and has made many 
valuable recommendations upon which the association has seen 
fit to act. 

There are now several state certificates which are not accept- 
able to the American Association and whose holders are not 
eligible to membership in the association unless they are holders 
also of certificates recognized: by the committee on membership of 
the association. 

But these things are not enough. The great question is to 
ascertain some method of establishing a standard which must be 
maintained. As it stands at present, under the most excellent 
state law, it might be possible to grant a certificate to an applicant 
utterly unqualified. The whole question of standards is left to a 
state board, many of the members of which may be animated 
solely by political ambitions and utterly devoid of professional 
ideals. In most cases, of course, the state boards are composed 
of men who appreciate their responsibility to the community at 
large; but, while the possibility of inadequate examination is 
before us, the danger to the profession as a whole is imminent. 

Some of the keenest intellects in the association have been 
engaged for years in searching for some solution of this difficult 
problem. We are not prepared to express an opinion as to how 
the difficulty may be overcome, but that there is a difficulty and 
that it must be surmounted is apparent to everyone. 
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Possibly it will be feasible to seek for the enactment of a 
federal law which will provide for the issuance of certified public 
accountant certificates after examination and compliance with the 
necessary preliminary requirements as set forth by a competent 
body of professional accountants. The control of the situation 
must rest in professional hands if the professional interest is to 
be served. Beyond that, however, the matter is on the knees of 
the gods, and no one as yet has been able to discover how it will 
be adjudicated. 

The only point that is self-evident is that something must be 
done to safeguard the C. P. A. degree from the stigma of in- 
adequacy which rests upon some of our state laws, 


A Tri-State Meeting 

The state societies of certified public accountants of Delaware, 
Maryland and Virginia held a joint session in Baltimore, Md., 
on April 13 and 14, 1915, and entered into an agreement to hold 
similar meetings once a year in the future. 

The idea of a tri-state meeting is one that originated with 
the three societies mentioned, and having seen the success which 
attended this venture it is to be hoped that other societies situated 
in close proximity may find it possible to adopt a similar method of 
stimulating interest. 

At the convention in Baltimore several interesting papers were 
read and followed by discussions. The amount of interest dis- 
played in the meeting was much greater than would probably 
have been shown if each society had held its meeting separately. 
Men who would not have felt justified in leaving their offices to 
attend a society meeting went out of their way to be present at a 
meeting where a large attendance was certain, and where matters 
of accounting importance received fuller consideration than is 
generally the case at meetings of state societies. 

Joint meetings of state societies are not in any way in conflict 
with the conventions of the national association, nor do they 
militate against the success of state society meetings. On the 
other hand, they increase the interest in the accounting profession, 
and encourage members to attend not only the meetings of their 
own state organization but of the national body. 

The idea is an excellent one and should be adopted in many 
parts of the country. 
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American Association of Public Accountants 
REGULAR SEMI-ANNUAL MEETING OF TRUSTEES 


The regular semi-annual meeting of the board of trustees of the 
American Association of Public Accountants was held at 12:30 P. M., 
Monday, April 12, 1915, at the Lawyers’ Club, 115 Broadway, in the city 
of New York. 


Present: 


President J. Porter Joplin in the chair 
Messrs Carl H. Nau (treasurer) 

Hamilton S. Corwin 

W. Sanders Davies 

Elmer L. Hatter 

J. Edward Masters 

James Albert Miller 

Robert H. Montgomery 

John B. Niven 

Elijah W. Sells 

Edward L. Suffern 

George L. Vannais 

William F. Weiss 

A. P. Richardson (secretary). 


The minutes of the preceding meeting as printed in the year book were 
approved. 

Report of the treasurer showed balance as of September 11th, 1915, 
$6,528.97 ; receipts, $10,449.22; disbursements, $5,517.36; balance, $11,460.83. 

Reports were received from the secretary, executive committee, com- 
mittee on annual meeting, committee on JouRNAL, committee on member- 
ship and committee on state legislation. 

Informal reports were received also from the committees on accounting 
terminology, arbitration, education, the special committees on change of 
name of association, general relations and professional ethics. 

Mr. Robert H. Montgomery, chairman of the committee on federal 
legislation, reported orally on matters which have been before that com- 
mittee for consideration. 

The committee considered the report of the committee on state legisla- 
tion at some length. 

The committee’s opinion that the laws recently enacted in Indiana and 
South Carolina were unsatisfactory was approved by the board. The 
laws of Arkansas and Iowa were favorably considered. Action in the case 
of Texas was withheld pending receipt of full text of the law. 

The law enacted in Kansas was referred to the committee on state 
legislation for further report. 

Mr. Robert H. Montgomery, chairman of the committee on distribu- 
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tion of work, reported orally that he had in mind interesting the various 
trades and industries of the country in the establishment of fiscal years 
most suitable to each, with the idea of spreading the accounting work over 
the whole year. 

On behalf of the committee on general relations the secretary reported | 
that a pamphlet, entitled The Acceptability of Commercial Paper, was in 
process of preparation and would be available for distribution in the near 
future. 

The following applicants were elected to membership: | 


California State Society of Certified Public Accountants 
Fellow: 
Frederic Morgan Lee, C. P. A. | 
| 


eer Oe 


Colorado Society of Certified Public Accountants 
Fellows: 
Clarence H. Fulton, C. P. A. 
Henry E. Mulnix, C. P. A. 


Georgia Society of Certified Public Accountants | 
Fellow: 
John A. Hall, C. P. A. 
Associate : 


Walter K. Mitchell, C. P. A. 


Illinois Society of Certified Public Accountants 
Fellows: 
Cecil S. Ashdown, C. P. A, 
Jonathan B. Cook, C. P. A. 
Whitney B. Flershem, C. P. A. 
C. J. Sheridan, C. P. A. 


Society of Louisiana Certified Public Accountants 
Associate : 
Archie M. Smith, C. P. A. 


Certified Public Accountants of Massachusetts, Inc. 
Fellows: 
Elliot B. Hughes, C. P. A. 
Ralph K. Hyde, C. P. A. 
Ira Mosher, C. P. A. 
Walter I. Smith, C. P. A. 
Charles A. Stetson, C. P. A. 
Homer N. Sweet, C. P. A. 
Charles C. Tuttle, C. P. A. 


Michigan Association of Certified Public Accountants 
Fellows: 
Thomas H. Evans, C. P. A. ' 
Arphaxad Foy, C. P. A. 
George R. Gibbs, C. P. A. 
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Meeting of American Association Trustees 


Ralph C. Miller, C. P. A. 

T. L. Whitford Porte, C. P. A. 
Louis C. Slay, C. P. A. 
Richard A. Stevenson, C. P. A. 


Minnesota Society of Public Accountants 
Fellows: 
Julius J. Anderson, C. P. A. 
Andrew A. Benton, C. P. A. 
Edwin J. Bishop, C. P. A. 
William Guthrie, C. P. A. 


New York State Society of Certified Public Accountants 
Fellows: 
Walter P. Myers, C.P.A. 
John F. D. Rohrbach, C. P. A. 
William C. Rhyne, C. P. A. 
W. Tuercke, C. P. A. 


Washington Society of Certified Public Accountants 
Fellows : 

Arthur M. Flynn, C. P. A. 

Herbert R. George, C. P. A. 

S. George Hay, C. P. A. 

John G. McIntosh, C. P. A. 

Samuel F. Racine, C. P. A. 

Roscoe L. Thomas, C. P. A. 


Associate : 
E. Thompson, C. P. A. 


Wisconsin Society of Certified Public Accountants 
Fellow: 
H. C. Hopson, C. P. A. 


A letter drawing attention to the fact that certain accountants had 
been soliciting engagements was referred to the committee on general 
relations for action. 

During the meeting a message was received announcing the death of 
Edward Preston Moxey, C. P. A., president of the Pennsylvania Institute 
of Certified Public Accountants. A special committee was appointed 
which drafted the following resolutions: 


Wuereas, The members of the board of trustees of the American 
Association of Public Accountants have heard with profound regret of 
the death of their fellow member, Edward Preston Moxey, C. P.A., of 
Philadelphia, Pa.; and 


Wuenreas, The undersigned have been appointed a special committee 
to express in the form of resolution the sorrow of the board and a sense 
of sympathy with the bereaved family; therefore be it 


Resotvep, That in the loss of Edward Preston Moxey, C. P.A., of 
Philadelphia, Pa., the accountancy profession has suffered a loss which 
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will be felt in many parts of the country, and the American Association 
of Public Accountants in particular has learned with the deepest sorrow 
of the death of an honored and esteemed worker for the cause of 
accountancy and the progress of the association; and be it further 


Resotvep, That this committee of the board of trustees of the American 
Association of Public Accountants extends its sympathy to the Pennsyl- 
vania Institute of Certified Public Accountants, of which Mr. Moxey at 
the time of his death was president, and to all members of the bereaved 
family; and be it further 


Reso.vep, That a copy of this resolution be sent to the widow of the 
late Edward Preston Moxey and to the vice-president of the Pennsylvania 
Institute of Certified Public Accountants. 

(Signed) H. S. Corwin, 
R. H. Montcomery. 


A letter was received from the New York State Society of Certified 
Public Accountants inviting the trustees to attend a meeting of the society 
to be held that evening. 

The invitation was accepted with an expression of thanks. 

Meeting adjourned. 
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AN ACT TO ESTABLISH A BOARD OF ACCOUNTANCY, TO 
PROVIDE FOR GRANTING CERTIFICATES ‘TO THOSE 
PUBLIC ACCOUNTANTS WHO QUALIFY UNDER THE 
PROVISIONS OF THIS ACT, AND TO PROVIDE A PENALTY 
FOR VIOLATION THEREOF. 


(Approved April 10, 1915) 


Be it enacted by the general assembly of the state of Iowa: 


Section 1. That any citizen of the United States residing in the 
state of Iowa, or having a place for the regular transaction of business 
in the state of Iowa, as a practising public accountant, and being over 
the age of twenty-five years, of good moral character, and who shall 
have received from the board of accountancy of the state of Iowa a 
certificate as provided in this act, shall be styled and known as a certi- 
fied public accountant and be entitled to use the abbreviation C, P. A. 
in connection with his name, and no other person and no firm all the 
members of which are not certified public accountants of this state, 
and no corporation in the state of Iowa shall assume such title or use 
the abbreviations C. P. A., C. A. or any other words, letters or figures 
to indicate that the person, firm or corporation using the same is a 
certified public accountant. 

Sec. 2. Within thirty days after this act takes effect, the governor 
shall appoint three persons to constitute and be known as a board of 
accountancy. The board thus appointed shall be selected by the gov- 
ernor from a list of names of public accountants who have practised 
in the state of Iowa on their own account for a period of at least three 
years, one of whom shall be appointed for a term ending January first, 
nineteen hundred sixteen, one for a term ending January first, nineteen 
hundred seventeen, and one for a term ending January first, nineteen 
hundred eighteen, and upon expiration of each of said terms and of 
each succeeding term a member shall be appointed for a term of three 
years; provided, that the successors to the first members shall be 
selected from holders of certificates under this act. Any vacancies 
that may occur from any cause shall be filled by the governor for the 
unexpired term under the same conditions that govern regular ap- 
pointments. 

Sec. 3. The board of accountancy shall at its first meeting formu- 
late rules for its guidance, not inconsistent with this act, which rules 
may be changed at any regular meeting. It shall organize by the 
selection of one of its members as chairman and one as secretary and 
treasurer, and meet at least once in each year and oftener, as may be 
necessary, at such times and places as it may select, and a majority 
shall constitute a quorum. Such meetings at all reasonable times 
shall be open to the public. It may at any regular meeting examine 
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and determine the qualifications of persons applying for certificates 
under this act. 

Sec. 4. The time and place for holding examinations under this act 
shall be advertised for not less than three consecutive days in two 
daily newspapers published in this state, not less than twenty days 
prior to the date of such examination, and a notice of the same 
shall be mailed to all holders of certificates under this act, as well as 
applicants. Said notice to holders of certificates to contain the names 
and addresses of all applicants. The examination shall cover the fol- 
lowing subjects: theory of accounts, practical accounting, auditing 
and commercial law as affecting accountancy. Applicants for certifi- 
cates before taking the examination must produce evidence satisfac- 
tory to the board that they are over twenty-five years of age, of good 
moral character, a graduate of a high school with a four years’ course, 
or have an equivalent education, or pass a preliminary examination to 
be set by the board, and that they have had at least three years prac- 
tical accounting experience, at least one year of which shall have been 
as an accountant in the employ of a public accountant of recognized 
standing in the profession or in public practice on their own account. 
The fees for such examination shall be twenty-five dollars, for each 
applicant, payable to the treasurer of the board at the time of filing 
application, and at least ten days prior to the holding of the examina- 
tion. After the examination provided by this act, the board shall, if 
in its judgment the applicants are entitled thereto, issue certificates as 
provided in this act. The board shall maintain a register of the names 
and addresses of all persons receiving certificates under this act, and 
shall keep a record of all persons whose certificates have been revoked. 

In the event the board shall waive the examination of any person, 
as in this act provided, a certificate shall likewise be issued to such 
person upon payment of the fees hereunder. 

Sec. 5. The board may in its discretion waive the examination of 
any applicant for a period of not exceeding six months from and after 
the taking effect of this act, who in addition to the qualifications 
mentioned in sections one and four (except having passed the ex- 
aminations as provided) who is at the time of the passage of this act 
actively engaged in the practice of accounting as a professional public 
accountant on his own account, and who has been continuously en- 
gaged as such for at least three years next preceding the passage of 
this act. Each applicant for whom examination is waived shall pay 
to the treasurer of the board the sum of twenty-five dollars before his 
certificate is issued. 

Sec. 6. The board of accountancy may in its discretion register the 
certificate of any person, who need not necessarily be a resident of the 
state of lowa, and who is the lawful holder of a C. P. A. certificate 
issued under the laws of another state which extends similar privileges 
to certified public accountants of this state, provided the requirements 
of said degree in the state which has granted it to the applicant are, 
in the opinion of the state board of accountancy, equivalent to those 
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herein provided, or to holders of a degree of certified public accountant 
or chartered accountant or the equivalent thereof, issued by any for- 
eign government, provided that the requirements of such degree are 
equivalent to those herein provided for the degree of certified public 
accountant. 

Sec. 7. The board of accountancy may revoke or cancel the regis- 
tration of any certificate issued under this act for unprofessional con- 
duct of the holder or other sufficient cause, provided that written 
notice shall have been mailed to the holder of such certificate at least 
twenty days before any hearing thereon, stating the cause of such con- 
templated action, and appointing a day for full hearing thereon by the 
board; provided, further, that no certificate issued under this act shall 
be revoked until such hearing shall have been held or the opportunity for 
such hearing afforded the person charged. 

Sec. 8. The members of the board shall receive as compensation ten 
dollars per day for the time actually employed, and necessary expenses 
incurred in the discharge of their duties; provided, however, that all 
compensation for services and expenses shall not exceed the amount re- 
ceived as fees from applicants. All bills for expenses and per diem shall 
be audited and allowed by the executive council and shall be paid from the 
fees received under the provisions of this act. Any sum remaining after 
the payment of such compensation and expenses shall be paid into the 
state treasury on or before the first day of August of each year by the 
treasurer, who shall, on assuming his office, file with the secretary of 
state a good and sufficient bond in the penal sum of one thousand 
dollars. The board shall make a report biennially to the governor of 
its proceedings, with an account of all money received and disbursed, 
a list of names of all persons whose certificates have been revoked, 
together with recommendations, if any, for new legislation, and such 
other matters as the board may deem proper. 

Sec. 9. If any person shall hold himself out to the public as having 
received a certificate as provided in this act, or shall assume to prac- 
tise as a certified public accountant or chartered accountant, or to use 
the abbreviation C. P. A. or C. A., or any other letters, words or fig- 
ures to indicate that the person using the same is such certified public 
accountant, without having received a certificate, or after the same shall 
have been revoked, he shall be deemed guilty of a misdemeanor, the 
penalty for which shall be a fine of not less than one hundred dollars 
nor more than five hundred dollars for each offense, or imprisonment 
in the county jail for a period not éxceeding six months. 

Sec. 10. If any person practising in the state of Iowa as a certified 
public accountant under this act or if any person who is in the prac- 
tice of public accountancy as a certified public accountant or other- 
wise shall be found guilty of gross negligence or carelessness or shall 
wilfully falsify any report or statement bearing on any examination, 
investigation or audit made by him or under his direction, he shall be 
deemed guilty of a misdemeanor, and upon conviction thereof shall 
be punished by a fine of not less than one hundred dollars and not 
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more than one thousand dollars, or by imprisonment in the county or 
city jail for a period of not less than three months or more than one 
year or by both fine and imprisonment for each time he may be con- 
victed of such a misdemeanor. 

Sec. 11. Every person having been granted a certificate under the 
provisions of this act shall give a bond in the sum of five thousand 
dollars to the auditor of state before entering upon his duties for the 
faithful performance of the same. 

Sec. 12. This act being deemed of immediate importance shall take 
effect upon its publication in the Des Moines Register and Leader and the 
Des Moines Capital, newspapers published in the city of Des Moines, Polk 
county, Iowa, said publication to be without expense to the state of Iowa. 





Kansas C. P. A. Law 


AN ACT IN RELATION TO PUBLIC ACCOUNTANTS AND PRO- 
VIDING A PENALTY FOR VIOLATION OF THE PROVISIONS 
THEREOF. 


(Approved March, 1915) 


Be it enacted by the legislature of the state of Kansas: 

Section 1. Any citizen of the United States, or any person who has 
declared his intention to become a citizen, having established an office 
in the state of Kansas for the regular transaction of business as a pro- 
fessional accountant, and who shall receive from the university of 
Kansas an authenticated certificate of his qualifications as a public 
accountant, shall have authority to style himself and be known as a 
certified public accountant and use the letters “C. P. A.” after his 
name for and during the period specified in his certificate. 

Sec. 2. The state board of administration shall have power to deter- 
mine the qualifications of persons applying for such certificates, which 
qualification shall conform as far as practicable to the standards ap- 
proved by the American Association of Public Accountants. It shall 
make all rules and regulations governing the issuance of said certifi- 
cates and shall cause competent persons to offer examinations under 
such rules at least once each year. 

Sec. 3. There shall be collected from each applicant for examination 
and for each certificate issued without examination under the pro- 
visions of this law a fee of $10.00, which money shall be paid into 
the state treasury and shall be paid out for the benefit of the state 
university upon the verified voucher approved by the state board of 
administration. 

Sec. 4. The board may, in its discretion, waive the examination of 
any person of competent age, of good moral character, and who has 
been engaged in the reputable practice as a public accountant for a 
continuous period of three years, one of which shall have been in the 
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state of Kansas, immediately preceding the passage of this act, or who 
has been employed as an accountant by a reputable firm of accountants 
for a continuous period of five years, one of which shall have been in 
the state of Kansas, immediately preceding the passage of this act, 
and who shall apply in writing to the board for such certificate within 
six months after the taking effect of this act. 

Sec. 5. Any citizen of the United States or person who has declared 
his intention of becoming such citizen, of good moral character, and 
who has complied with the rules and regulations of the board pertain- 
ing to such cases, and who holds a valid and unrevoked certificate as a 
certified public accountant or the equivalent thereof, issued by or 
under the authority of any other state of the United States, or by or 
under the authority of a foreign nation, when the board shall be 
satisfied that their standards and requirements for a certificate as a 
certified public accountant are substantially equivalent to those estab- 
lished by this act, may at the discretion of the board receive a certifi- 
cate as a certified public accountant, and such person may thereafter 
practise as a certified public accountant and assume and use the name, 
title and style of “certified public accountant” or any abbreviation or 
abbreviations thereof, in the state of Kansas, provided, however, that 
such other state or nation extends similar privileges to certified public 
accountants of the state of Kansas. 

Sec. 6. The board may revoke or cancel the registration of any cer- 
tificate issued under this act for unprofessional conduct of the holder 
or for other sufficient cause; provided, that written notice shall have 
been mailed to the holder of such certificate, at his last known address, 
at least twenty days before any hearing thereon, stating the cause of 
such contemplated action, and appointing a day for a full hearing 
thereon by the board; and provided, further, that no certificate issued 
under this act shall be revoked until such hearing shall have been heid 
or an opportunity for such afforded the person charged. The board 
shall have power to summon witnesses, compel their attendance and 
examine them under oath at hearings held for the above purposes, 
and shall keep record of the evidence adduced thereat. In the event 
of the revocation, cancellation or suspension of any such certificate, 
the board shall notify the university of Kansas of its action in the 
premises, and the university of Kansas shall note such crder of the 
board upon the records kept in its office. 

Sec. 7. If any person represents himself to the public as having 
received a certificate as provided in this act, or shall assume to prac- 
tise as a certified public accountant, or use the abbreviation C. P. A., 
or any similar words or letters, to indicate that the person using the 
same is a certified public accountant, without having received such 
certified public accountant certificate, or without having received a 
registration certificate, as provided in this act; or, if any person, hav- 
ing received a certificate as provided in this act, and having thereafter 
been deprived of such certificate by revocation, as herein provided, 
shall continue to practise and hold himself out as a certified public 
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accountant, he shall be deemed guilty of a misdemeanor, and, upon 
conviction thereof, shall be fined a sum not less than fifty dollars 
($50) nor more than five hundred dollars ($500) for each offense, and 
each day such person shall so offend shall be deemed a separate of- 
fense. Nothing in this act shall be construed to prohibit any person 
from practising as a public or expert accourtant in this state, but said 
act shall apply only to such persons as practise and hold themselves 
out as certified public accountants. 

Sec. 8. If any person practising in the state of Kansas as a certified 
public accountant under this act, or who is in the practice of public 
accountancy as a certified public accountant, or otherwise, shall wil- 
fully falsify any report or statement bearing on any examination, 
investigation or audit made by him or under his direction, he shall be 
deemed guilty of a misdemeanor, and, upon conviction thereof, shall 
be punished by a fine of not less than $100 or more than $1,000, or 
shall be imprisoned in the county or city jail for a term not less than 
three months nor more than one year, or both such fine and imprison- 
ment, for each time he may so falsify such reports, and his conviction 
shall ipso facto revoke and cancel his certificate as a certified public 
accountant. 

Sec. 9. Nothing herein contained shall be construed to restrict or 
limit the power or authority of any state, county, or municipal officer 
or appointee engaged in or upon the examination of the accounts of 
any public officer, his employees or appointees, nor in any sense to 
prevent any person who does not elect to practise as a certified public 
accountant from engaging in the practice of public accounting. This 
act is specifically designed to encourage proficiency in the practice of 
accounting as a profession, to promote efficiency in accounting 
methods both in public and in private activities and to extend to public 
officials as well as private concerns the protection afforded by a stand- 
ardized profession. With this end in view the board of administration 
is specifically empowered with large discretionary powers and is di- 
rected to administer this act to the end that the highest ethical stand- 
ards may be achieved. 

Sec. 10. This act shall take effect and be in force from and after 
its publication in the statute book. 
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AN ACT CREATING A STATE BOARD OF PUBLIC AC- 
COUNTANCY, AND DEFINING THE QUALIFICATIONS 
OF THE MEMBERS THEREOF; PROVIDING FOR THE 
APPOINTMENT OF SAID BOARD AND FIXING ITS 
POWERS AND DUTIES; PROVIDING FOR THE EXAMINA- 
TION OF APPLICANTS FOR CERTIFICATES AS CERTIFIED 
PUBLIC ACCOUNTANTS, AND THE ISSUANCE, REFUSAL 
AND REVOCATION OF SUCH CERTIFICATES BY SAID 
BOARD, AND THE COLLECTION OF AN ANNUAL FEE ON 
SAID CERTIFICATES; PROVIDING FOR THE PRESERVA- 
TION AND AUTHENTICATION OF THE RECORD OF SAID 
BOARD; PROHIBITING ANY ONE FROM REPRESENTING 
HIMSELF AS A CERTIFIED PUBLIC ACCOUNTANT UN- 
LESS SO CERTIFIED BY SAID BOARD, AND PROVIDING A 
PENALTY THEREFOR; MAKING IT A MISDEMEANOR FOR 
ANY PERSON PRACTISING WITHIN THE STATE OF TEXAS 
AS A CERTIFIED PUBLIC ACCOUNTANT UNDER THIS 
ACT, OR IN THE PRACTICE OF PUBLIC ACCOUNTANCY 
AS A CERTIFIED PUBLIC ACCOUNTANT, WILFULLY TO 
FALSIFY ANY REPORT OR STATEMENT BEARING UPON 
ANY EXAMINATION, INVESTIGATION OR REPORT MADE 
BY HIM OR UNDER HIS DIRECTION AS SUCH AC- 
COUNTANT, AND FIXING A PENALTY THEREFOR; AND 
DECLARING AN EMERGENCY. 


(Approved March, 1915) 


Be it enacted by the legislature of the state of Texas: 


Section 1. There is hereby created a board to be known as the 
state board of public accountancy, to be composed of five members 
who shall be public accountants of good moral character and qualified 
citizens of the state of Texas, each of whom shall have had at least 
three years’ practical experience as a public accountant on his own 
account immediately preceding his appointment, during the last three 
years of which he shall have been so engaged in the state of Texas; 
the members of said board to be selected and appointed as hereinafter 
provided. 

Sec. 2. Within thirty days after this act shall go into effect, the 
governor of the state of Texas shall appoint five persons qualified as 
provided in section 1 of this act, who shall constitute the state board 
of public accountancy. 

The members of the first state board of public accountancy provided 
for herein shall be appointed for and shall serve for the term ending 
on the third Tuesday of January, 1917, or until their successors are 
appointed and qualified. On and after the third Tuesday of January, 
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1917, and regularly every two years thereafter, the governor of the 
state of Texas shall appoint five members as successors on said board, 
and each and every member who may be appointed to succeed any 
member of the first state board of public accountancy shall be a certi- 
fied public accountant, holding a certificate as such under the pro- 
visions of this act, and a resident of Texas for at least three years 
preceding said appointment. 

The five members of the first state board of public accountancy 
provided for herein shall confer upon themselves the title “certified 
public accountant,” provided that each member of said board shall have 
filed an application for such certificate with the four remaining mem- 
bers of said board, and provided further that said applicant shall meet 
the requirements as provided in section 8. All vacancies in said board 
caused by death, resignation, removal from the state, or otherwise, 
shall be filled by appointment of the governor, and each special ap- 
pointment shall be from the roster of certified public accountants cre- 
ated under this act, and said appointee shall continue only until the 
expiration of the regular term for which the predecessor of such ap- 
pointee would have held office. The revocation of the certificate of 
any member of this board shall terminate his membership thereon, 
and the governor shall fill the vacancy so caused as hereinabove 
provided. 

Sec. 3. The members of said board shall, within thirty days after 
their appointment, qualify by taking the oath of office before a notary 
public, or other officer empowered to administer oaths in the county in 
which each shall reside, and shall file same with the secretary of state, 
and receive their certificates of appointment as members of the “state 
board of public accountancy.” At the first meeting after each biennial 
appointment, the board shall elect from among its members a chair- 
man and secretary-treasurer; the board may prescribe rules, regula- 
tions and by-laws in harmony with the provisions of this law, and 
not inconsistent with the laws of the state of Texas, for its own pro- 
ceedings and government and for the examination of applicants for 
certificates as certified public accountants; which rules shall provide 
that when a division on any motion occurs at least three affirmative 
votes shall be necessary to the final adoption thereof. It is further 
provided that three members of said board shall constitute a quorum 
for the transaction of the business of the board. 

All rules, regulations and by-laws adopted by the said board shall 
be filed with the office of the secretary of state. Said board, or any 
member thereof, shall have the pcwer to administer oaths for all pur- 
poses required in the discharge of its duties, and said board shall 
adopt a seal to be affixed to all of its official documents. 

Sec. 4. The board shall meet within sixty days after its appoint- 
ment, and at least once in each year, for the purpose of examining appli- 
cants for certificates as provided herein, and may meet as many times 
during the year as may be, in its discretion, advisable. Notice of all 
meetings shall be given at least thirty days prior to the date selected 
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for same by publication three consecutive times in three daily news- 
papers published in the three most populous cities in the state; such 
notice giving the time and place of meeting and stating the purpose 
to be for the examination of applicants for certificates as certified 
public accountants, provided that the board may hold any number of 
meetings and at any time without giving notice by publication of such 
meetings, if a meeting be called for any other purpose than the exami- 
nation of applicants for certificates. It is further provided that any 
applicant who has successfully passed an examination before said 
board upon three of the subjects required may have a re-examination 
upon the unsuccessful subject under the supervision of said board. 

Examinations by the board shall be on the following subjects: 
“theory of accounts,” “practical accounting,” “auditing” and “commer- 
cial law as affecting accountancy,” and each applicant shall be required 
to make a general average of at least seventy-five per cent on all sub- 
jects, and to each person passing such examination, if he has other- 
wise qualified, shall be issued by the state board of public accountancy 
a certificate as a “certified public accountant of the state of Texas,” 
and the state board of public accountancy shall have the power to 
revoke or recall any certificate issued under this act as hereinafter 
provided. 

Sec. 5. The state board of public accountancy shall preserve a 
record of its proceedings in a book kept for that purpose, showing the 
name, age and duration of residence of each applicant, the time spent 
by the applicant in practice as a public accountant, or in employment 
in the office of a public accountant, and the years in school, if any, 
from which degrees were granted or in which the course of study was 
successfully completed by the applicant as required by law; said regis- 
ter will show also whether applicants were rejected or licensed and 
shall be prima facie evidence of all matters contained therein. The 
secretary of the board shall, on December 21st of each year, transmit 
an official copy of said register to the secretary of state for permanent 
record, certified copy of which, under the hand and seal of the secre- 
tary of said board, or secretary of state, shall be admitted in evidence 
in any court or proceeding. 

Sec. 6. No person shall be permitted to take an examination unless 
he be twenty-one years of age, of good moral character, a qualified 
citizen of the United States; and unless he shall have had three years’ 
study and practice in accountancy or accounting work, at least one 
year of which shall have been in the office of a practising public ac- 
countant, or under the direction of such public accountant, other than 
in a clerical capacity; and, provided further, that said applicant for 
examination shall show to the state board evidence of an English 
education equal to the requirements of the high schools of this state. 

Sec. 7. The board may, in its discretion, waive the examination and 
issue a certificate to any person who has received and holds a valid 
and unrevoked certificate as a certified public accountant issued by or 
under the authority of any state or territory of the United States, the 
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District of Columbia, or who holds the equivalent of such certificate 
by and under the expressed legal authority of any foreign nation, pro- 
viding, however, that such certificate or degree shall in the opinion of 
the board have been issued under a standard fully equivalent to that 
of the requirements of said board, and issued by such state or territory 
as may extend the same privilege to certified public accountants hold- 
ing certificates from this state; provided further, that such applicant 
shall have qualified as provided in section 6. 

Sec. 8. The state board of public accountancy shall, upon written 
application therefor, waive examination of any applicant, provided 
said applicant shall be qualified as provided by section 6 hereof, and 
shall have been practising on his own account as a public accountant 
or on the behalf of another public accountant as a senior public ac- 
countant for not less than three years, two years of which practice 
shall have been within the state of Texas immediately preceding said 
application; provided further, that such application is filed prior to 
January Ist, 1916, 

Sec. 9. Each applicant for a certificate as certified public accountant 
shall, at the time of making application, pay to the treasurer of said 
board a fee of $25.00, and no application shall be considered by said 
board until said fee of $25.00 shall have been paid. In case of failure 
on the part of any applicant to pass a satisfactory examination, said 
applicant may have the privilege of appearing at any subsequent ex- 
amination conducted by said board for re-examination, upon the 
payment of an additional fee of $10.00. 

The holder of each certificate issued hereunder shall pay an annual 
fee of $1.00 into the treasury of the state board of public accountancy. 
The failure on the part of the holder of any certificate issued under 
this act to pay this fee shall automatically cancel the privilege of 
using the title “certified public accountant,” but reinstatement may be 
had at any time within two years, or before the expiration of sixty 
days after the two years shall have elapsed, by the payment of the 
fee and application in such form as may be provided by the board, and 
the payment further of a penalty of $2.50 for each year lapsed. 

Sec. 10. Each member of said board shall receive from the secretary- 
treasurer of the board out of the funds in the hands of the board, if 
there be sufficient thereof, all of his necessary railroad and hotel ex- 
penses for attending the meetings of said board; but otherwise shall 
serve without compensation. The secretary-treasurer shall be required 
to keep an account of all money received and disbursed and shall ren- 
der an annual statement to the governor of the state, showing receipts 
and disbursements and the balance on hand; the balance shall remain 
in the treasury of the board and all expenses in connection with the 
maintenance of the board shall be paid from same, and no provisions 
of this act shall be a charge upon the common funds of the state of 
Texas, 

Sec. 11. The state board of public accountancy shall revoke and 
recall any certificate issued under this act if the holder thereof: (1) 
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shall be convicted of a felony; (2) shall be declared by any court to 
have committed any fraud; or (3) shall be declared by any court or 
commission to be insane or otherwise incompetent; or (4) shall be 
held by this board to be guilty of any act or default discreditable to 
the profession; provided, that written notice of the cause of such con- 
templated action and the date of the hearing thereof by this board 
shall have been served upon the holder of such certificate at least 
fifteen days prior to such hearing, or provided that such notice of such 
contemplated action and the date of the hearing thereof by this board 
shall have been mailed to the last known address of such holder of 
such certificate at least twenty days prior to such hearing; and at 
such hearing the attorney-general of this state, or any one of his as- 
sistants, or any district-attorney designated by him, may sit with the 
board as legal counsellor and advisor, and to prepare for any legal 
action that may be determined upon by the state board of public 
accountancy. 

Sec. 12. If any person represents himself to the public as having 
received a certificate as provided for in this act, or advertises as a 
“certified public accountant,” or uses the initials “C. P. A.,” or other- 
wise falsely holds himself out as being qualified under this act, while 
practising in this state, without having actually received such cer- 
tificate, or it has been recalled or revoked and he shall continue to use 
the initials “C. P. A.,” or shall refuse to surrender such certificate 
after revocation thereof, or shall otherwise violate any provisions of 
this act, he shall be deemed guilty of a misdemeanor, and upon con- 
viction thereof shall be fined any sum not to exceed $200.00. 

No audit company, incorporated or unincorporated, shall use the title 
“certified public accountant,” or the initials “C. P. A.” and no firm or 
partnership shall use this title, or these initials, unless each member of 
said firm or partnership is a legal holder of a certificate issued under the 
provisions of this act, and any violation of these provisions shall be 
punished by a fine not to exceed the sum of $200.00. 

The use by any person, firm or corporation of the abbreviated title 
“certified accountant” or of the initials “C. A.” shall be construed a 
violation of this act and shall subject such person, firm or corporation 
to a fine not to exceed the sum of $200.00. 

Sec. 13. If any person practising in the state of Texas as a certi- 
fied public accountant under this act shall wilfully falsify any report 
or statement bearing upon any examination, investigation or report, 
made by him or under his direction as such certified public accountant, 
he shall be deemed guilty of a misdemeanor, and upon conviction 
thereof shall be fined not less than $100.00 nor more than $1,000.00; 
provided further, that any person convicted under this section shall 
forfeit and surrender the certificate of certified public accountant held 
by him to the state board of public accountancy. 

Sec. 14. Nothing herein contained shall be construed to prevent any 
person from being employed as an accountant in this state, in either 
public or private practice. The purpose of this law is to provide for 
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the examination and the issuance of a certificate, or degree, granting 
the privilege of the use of the title “certified public accountant,” and 
to use the initials “C. P. A.,” as indicative of the holder’s fitness to 
serve the public as a competent and properly qualified accountant in 
public practice and to prevent those who have no such certificate, or 
degree, from using such title, or initials; provided, however, the use of 
the initials “C. P. A.” or “C. A.” to designate any business other than the 
practice of accountants or auditors is not prohibited by this act. 

Sec. 15. The fact that there is now in this state no board of public 
accountancy and no provision by which public accountants may be 
examined, licensed or certified, and that there is no law in this state 
specifically providing for the punishment of any one engaged in pub- 
lic practice as a certified public accountant, who shall wilfully falsify 
any report or statement bearing upon any examination, investigation 
or report made by him, or under his direction, creates an emergency 
and an imperative necessity for the suspension of the constitutional 
rule requiring bills to be read on three several days, and this rule is 
hereby suspended and this act shall take effect from and after its 
passage, and it is so enacted. 





Pennsylvania Institute of Certified Public Accountants 


At the annual meeting of the Pennsylvania Institute of Certified Public 
Accountants the following officers were elected to serve for the ensuing 
year: President, Herbert G. Stockwell; vice-president, George Wilkinson ; 
treasurer, Theodore H. Bird; secretary, Horace P. Griffith; auditor, 
W. W. Sterrett. The following members were elected to the council for 
a period of two years: John R. Lynn, William J. Wilson and John P. Herr. 





Ohio State Board of Accountancy 
The governor of Ohio has appointed A. C. Ernst a member of the 
state board of accountancy for the term ending May 21, 1918 He 
succeeds Carl H. Nau. 





Arthur Young & Company, certified public accountants, announce the 
removal of their Chicago offices to 1314 Borland Building, 105 South 
La Salle Street, Chicago. 





Charles Hecht, C. P. A., announces that the firm of Schreier & Hecht, 
31 Nassau Street, New York, has been dissolved as of May 1, 1915. Mr. 
Hecht will continue his practice at 35 Wall Street, New York. 





William A. Ullrich announces the removal of his offices to 1055-1060 
Reibold Building, Dayton, Ohio. 
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Income Tax Department 
Epitep sy Joun B. Niven, C, P. A. 


There are no treasury rulings dealing with the income tax law proper 
available for publication this month, but the department has issued as 
T. D. 2185 a decision of court which, involving as it does the provisions 
for arriving at taxable net income under the corporation tax law of 1909, 
is of as much importance and weight as a direct ruling under the income 
tax law would have been. 

The decision is by the United States circuit court of appeals on an 
appeal from the opinion of Judge Dickinson, of the district court for 
the eastern district of Pennsylvania, on two out of several questions which 
had been laid for decision in the court of first instance. The subject 
matter of both questions has been extensively discussed recently in con- 
nection with the income tax, and any decision or obiter dicta with refer- 
ence to them have considerable interest at the present time. 

One of the points was whether the amount by which the book value 
of certain assets had been increased on a reappraisal should be con- 
sidered as part of the income of the corporation and become subject to 
taxation; and the other was, where certain bonds of the corporation due 
thirty-one years after date had been sold below par and the discount 
thereon written off in the first two years, whether that portion of the 
discount written off which exceeded the one thirty-first of the total 
amount (the amount allowed by the government in making the assess- 
ment) was a proper deduction in arriving at the net taxable income. 
Judge Dickinson decided both questions in the negative and the appellate 
court affirmed the judgment. 

With regard to the first question, the opinion given on the facts as 
stated will not probably be criticized, and it is along the lines generally 
adopted under the income tax. It is to be noted, however, that the ques- 
tion whether such increased value would fall within taxable net income 
if and when it is actually realized was not up for decision; and this point 
will accordingly be governed by the regulation of the treasury department 
that such items do come within the orbit of the income tax law, until 
judicial interpretation is obtained. 

On the other question it will be observed that the appellate court held 
that the amount in dispute was not a proper deduction, but the only reason 
given is that if the cost of issuing the bonds at a discount were an ex- 
pense of the business, such cost had not yet been paid and would not in 
fact be paid until the maturity of the bonds in 1940. This seems rather 
a bald statement, and it is founded on the corporation statute itself 
which provides, to quote Judge Dickinson, that the “ordinary and neces- 
sary” expenses, the “losses,” the “taxes,” etc., are all to be determined by 
what the corporation has actually “paid”’—the only exception being a 
reasonable allowance for depreciation which, not being an actual pay- 
ment, would not be justified were it not expressly mentioned; and it is 
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allowed because, while not in form a payment, it is a charge in a real 
sense representing as it does the actual loss in physical assets. A perusal 
of Judge Dickinson’s opinion shows that he dealt with the question in 
more detail and a few excerpts from it will give some idea of his line 
of argument. After narrating the circumstances of the case and the pro- 
visions of the act, he says: “Recurring to the phraseology of the act to 
determine whether * * * this discount on the price of bonds sold is 
to be deducted in determining the ‘net income’ we find the questions nar- 
rowed to these: * * * (2) Is this sum of $500,000 any part of the 
ordinary and necessary expenses actually paid within the year out of 
income in the maintenance and operation of its business and property, 
including rentals, etc., or is it ‘interest actually paid within the year on its 
bonded indebtedness?” * * * Before drawing * * * conclusions, we 
will refer again to the exception in the act of depreciation in value of 
property allowed as a deduction from gross income. If this had not 
been expressed, would any depreciation have been allowed? * * * As 
no deductions can be made except those named, all of which must consist 
of amounts paid and also of amounts paid within the year and still 
further of amounts paid within the year out of the gross income, how can 
we find this $500,000 to have been paid out of income withcut holding the 
$10,000,000 out of which it was paid (if as yet it has actually been paid 
at all) to be income and added to the taxable sum?” 

Therefore the conclusion he reaches is that the sums in question are 
not proper deductions and are liable to tax. 

It will be observed that the judges in both instances emphasized the 
fact that the criterion of allowable deduction was amounts actually “paid 
within the year out of the gross income,” and it was because the discount 
did not stand this test that the amounts in question were disallowed. The 
result arrived at may be all that is just and equitable, but the argument 
seems unfortunate, for, following the same line of argument, it would 
seem that the government was wrong in allowing even the due propor- 
tionate annual part of the discount as a deduction, for if the whole dis- 
count had not been paid within the year out of gross income as pre- 
scribed by the law, neither had the one thirty-first or any other part 
thereof been paid. Of course we may take it that such a deduction was 
contemplated by the congress, but the position of the subject at the present 
time gives added weight to the plea for a revision of the law reported in 
last month’s JourNAL to be under consideration. 





TREASURY RULINGS 
(T. D. 2185, April 1, 1915) 
Special excise tax on corporations—Decisions of court 


1. DiscoUNT ON THE SALE OF BCNDS. 
A book charge because of the sale of an issue of bonds at less than 
par is not deductible from gross income as part of the expenses. 
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2. INCREASE IN VALUE OF ASSETS. 
Increase in the valuation of assets on the books of the corporation 
not income received during the year, where there was no addition to 
the plant and all that was done was to revalue the property. 


3. JUDGMENT AFFIRMED. 
The judgment of the United States district court (215 Fed., 967) was 
affirmed. 


The appended decision of the United States circuit court of appeals 
for the third circuit, in the case of the Baldwin Locomotive Works v. 
McCoach, collector, is published for the information of internal-revenue 
officers and others concerned. 


In THE Unitep States Circuit Court oF APPEALS, THirp CIRcUuIT. 
Marcu Term, 1915 


Baldwin Locomotive Works v. William McCoach, Collector. (1907.) 
William McCoach, Collector, v. Baldwin Locomotive Works. (1908.) 


Error to the District Court of the United States for the Eastern District of Pennsylvania 


Before Burrincton, McPHeErson, and Woottey, Circuit Judges 


McPuerson, Judge: These writs of error require us to construe sec- 
tion 38 of the act of 1909 taxing the net income of corporations. The 
opinion of the district court is reported in 215 Fed., at page 967. Several 
questions were raised below, but only two are before us, one on each writ. 
The undisputed facts are as follows: 

1909, 1910, and the first six months of 1911 the locomotive works was 
manufacturing locomotives in Philadelphia and made the returns of 
income required by the act. During this period there were some changes 
of corporate form and corporate name, but they involved no real change 
of interest and require no special attention. The tax admitted to be due 
was paid, but the collector demanded and on October 23, 1913, compelled 
the payment of a large additional sum. After repayment had been properly 
sought and refused, the pending action was instituted. 

The corporation did not succeed in its effort to sustain a credit of 
$500,000 that was claimed as an expense of the business in 1910 and 1911. 
What happened was this: In 1910 the company sold certain mortgage 
bonds, whose par value was $10,000,000, but received therefor $500,000 
less, and of this amount $100,000 was charged against income in 1910, and 
$400,000 in 1911. The bonds were dated April 30, 1910, and will be due 
April 30, 1940, thus extending over parts of 31 fiscal years. The govern- 
ment allowed one thirty-first of the discount as a proper charge against 
income for 1910, and half that amount against income for the first six 
months of 1911. The amount disallowed was $83,870.96 for 1910 and 
$39,935.48 for 1911, the tax thereon being $4,758.06. This is the first item 
in dispute, and we can add nothing of value to Judge Dickinson’s excel- 
lent discussion. The reality of the transaction was that the corporation 


383 











The Journal of Accountancy 


pledged its credit and its property for $10,000,000, and sold its promises 
to pay for $9,500,000. The sum thus received was of course not income, 
either gross or net; in effect, the transaction transmuted a part of the 
corporation’s assets from credit or property into liquid cash, but it 
added nothing to its income. If the cost of thus changing the form of 
its assets is an expense of the business, it has not yet been paid, and will 
not be paid until 1940, 

The other question is raised by an appraisement of capital assets that 
was made in 1910. When the corporation was organized it took over 
certain real estate, manufacturing plant, and securities at a valuation, and 
took over also a large amount of patterns, drawings, tools, and fixtures 
without valuing them at all. In 1910 the assets were appraised at their 
actual value as of December 31, 1909, and by this appraisement the valua- 
tion of certain shares of stock of the Standard Steel Works Co. was 
increased $485,000; the value of the patterns, drawings, etc., was fixed 
for the first time at $2,954,086.72; and the valuation of its real estate 
was adjusted—raised in part and lowered in part—the net result being 
an increase of $593,449.66. Against this total an item not in dispute was 
charged off, leaving as the balance to be added to the capital valuations 
on its books the sum of $3,795,461.25. On this sum the government col- 
lected a tax of $37,954.61, and this is the second item in dispute. 

We agree with the district court that this increase of valuation was not 
income within the meaning of the statute. Nothing whatever was added 
to the corporate property, which remained exactly the same after the 
appraisement as before. The only thing done was to put upon the com- 
pany’s books an expression of expert opinion that certain property was 
worth a certain sum, and this can hardly be said to be income, or even 
gain, in any proper sense. The company could not become either richer 
or poorer by making a few book entries that merely recorded a new 
estimate of how much it was worth. 

In each case the judgment is affirmed. 
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Students’ Department 


Epitep sy Seymour Watton, C. P. A. 
Casu Discount 


Editor, Students’ Department: 


Sir: I wish to call your attention to a very common error which the 
writer has seen in a few well-known business concerns, where different 
classes of merchandise are sold. It is the practice to charge the cash dis- 
counts allowed to customers to one account captioned “discounts on sales,” 
and at the close of the fiscal period the total cash discount allowed 
was charged to the profit and loss account. Their contention was that 
it is too much trouble, when the cheques are received, to ascertain what 
class of merchandise the customer purchased and to charge this discount 
to the discount account affecting the class of merchandise sold. I have 
come to the conclusion that the only intelligent way to handle this matter, 
so that the net sales of each class of merchandise would be shown cor- 
rectly, would be as follows :—For example, let us say that J. K. L. M. N. 
represent the different classes of merchandise sold, and that the total cash 
Gane allowed at the close of the fiscal period is $10,009. The total 
gross sales is: 


f ones os ocesetaniedenel $25,000 
penne mesmticengehe hel 9,000 
Bh. wiccnsesohoteanunenth 16,000 
Bis bon scccctsccauenesetn ,000 
Ts Sisnsvveccttesnenvete 3,000 





$91,000 total gross sales 
The percentage of J sales of the total gross sales = .275 
“ “ “ K “ “ “ “ “ “ 099 


“ “ “ L “ “ “ “ “ “ ra 176 
“ “ “ M “ “ “ “ oe “oe = 417 
“ “ “ N “ “ “ “ “ oe = .033 
1,000 
Percentage of Total cashdis- Amount to be charged to 

Mdse. Gross sales counts allowed the different sales accounts 
9: cc corsautiaes 275 of $10,000 $2,750.00 
RISE 099 . -s 990.00 
Die cnntuacaaebane 176 vs “ 1,760.00 
Re Ae ae 417 “6 - 4,170.00 
We ctawidaiens ack 033 * * 330.00 
$10,000.00 


I trust that I have made the above clear. 
Yours very truly, 
New York. Conrap Jacoss. 


The contention of Mr. Jacobs is well founded with regard to trade 
discount and would be equally so as to cash discount, if it were considered 
a reduction of price. 

There are two conflicting views in regard to cash discount, for both 
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of which the arguments are so strong that it is impossible to reach a 
positive conclusion as to which is the better. One considers it a reduc- 
tion of the price and takes the ground that it does not make any difference 
whether goods are bought for $1,000.00 with the privilege of paying for 
them in ten days at two per cent off, or are bought for $980.00 flat. In 
the latter case they would be charged to purchase account and carried in 
the inventory at $980.00. Those holding this view claim that selling the 
goods at $1,000.00 with the option of a discount is merely a conventional 
arrangement designed purely to emphasize the necessity for prompt pay- 
ment, and that the real price is still $980.00. 

The other view holds that the practice of giving a cash discount 
originated with the necessity of obtaining ready money quickly on account 
of a lack of sufficient capital to enable the extending of long credits. 
Under this view cash discount becomes a question of financiering, the 
giving of discount being the penalty of possessing too little capital and the 
taking of it being the reward for having sufficient capital. In this case 
cash discount would be charged and credited as a financial item to profit 
and loss after the operating profits of the year have been ascertained. It 
would then be in the same category as interest, which is a financial and 
not an operating expense of the business. This view is defended by citing 
a case in which money is borrowed and used to take advantage of a 
discount. The interest paid is undoubtedly a financial expense, and 
therefore it is claimed that the discount made possible by the payment 
of the interest should be considered a financial profit. 

The distinction between the two views will be clearer if it is supposed 
that there are three persons interested—the manufacturer who buys the 
material subject to a discount, the seller who sells the goods, and the 
capitalist who furnishes the money with which to carry on the business. 
While the buyer may claim the discount taken as a reduction of the cost 
of the purchases, the seller will object to having his selling profit reduced 
because the business has not sufficient capital to allow him to sell at a 
reasonably long time. As far as we know this point has never been 
authoritatively settled. 

There is another point brought up by this letter, the distinction between 
trade discount and cash discount. Strictly speaking, trade discount is 
merely a convenient method of quoting actual prices, so as to accommo- 
date them to market conditions and to allow of easy discrimination be- 
tween large buyers of unquestioned credit and small buyers whose credit 
is not so good. The discount being figured on a list price, usually as an 
accumulation of several successive rates, the price may be lowered by the 
addition of a discount, or raised by dropping one. Whatever figure is 
reached becomes the actual price and is not affected by the time of pay- 
ment. The availability of cash discount depends upon its being taken 
advantage of within a certain limit of time. It is usually small enough 
to be considered as no more than a very liberal rate of interest for the 
use of the money. 

However, there are instances in which this is not true of cash discount. 
In an actual case $1,000.00 worth of goods was bought on terms of 40% 
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off in 30 days with a further discount of 2% if paid in 10 days. By an 
oversight the account was lost sight of for 35 days, when the purchaser 
remitted $600.00 in full payment. His cheque was returned and he was 
obliged to pay the entire $1,000.00, the seller denying the claim that the 
40% was a trade discount. In view of such a case as this it is necessary 
to revise the usual idea of cash discount, that it is an inducement for 
prompt payment, or else revise the idea of trade discount that it is not 
affected by the time of payment. Certainly, 40% is too much to offer for 
the anticipation of payment, even if the credit is much more extended 
than it ever is in any commercial transactions. 

It would seem that 40% was really a trade discount, but one with a 
time limit, while 2% was true cash discount. The purchase price would 
then be $600.00, as that would be all that would ever be paid except in a 
case of gross carelessness. 

Mr. Jacobs does not say within what time the discount mentioned had 
to be taken. Allowing a limit of thirty days, the discount, which averages 
over 11%, is altogether too large to be considered ordinary cash discount. 
It should be treated as trade discount with a time limit, and should be 
deducted from the price before the invoice is entered. It is sure to be 
taken advantage of unless the purchaser is hopelessly bankrupt. As the 
seller bills the goods at the full price, his records would show a charge 
to the customer of the gross price, a credit of the discount to discount 
pending, and of the net amount to sales. In closing the books the balance 
of discount pending should not be credit to profit and loss, but should 
appear in the balance sheet as a deduction from trade debtors. This 
would cover the point made by Mr. Jacobs completely, and would save 
the labor of analyzing the sales, especially if there were different rates of 
discount in the different departments, or if concessions in rate were made 
to favored customers. 

One object in calling large discounts cash discount is to protect the 
seller to a certain extent against bad debts. If a customer fails, the 
creditor can prove a claim for the net only after deducting trade discount. 
Of course, he does not have to deduct cash discount. In the case men- 
tioned, a claim could be filed for only $600.00, if the 40% is allowed as a 
trade discount. Making it a cash discount allows the filing of a claim 
for the full $1,000.00, with a corresponding increase in the dividends to be 
received from the insolvent debtor. 


Casu Discount as A PENALTY 


Editor, Students’ Department: 


Sir: In the interests of the profession of accountancy and one who 
is looking for light, I would very much like to hear through the columns 
of THe Journat or ACCOUNTANCY or direct from some of our exponents 
of uniform systems of accounting their views of the following question: 


Purchase Discounts 
Is Purchase Discount a Capital Revenue? 
or 
Is Purchase Discount an Operating Expense? 
Capital is employed in a mercantile business to make a profit on sale of 
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some form of merchandise, either goods or service, and not on capital 
direct, therefore to the writer it seems that the balance of purchase dis- 
counts account, resulting from discounts due us on the one hand (Dr.) 
and discounts actually deducted from face of invoice when making pay- 
ment on the other hand (Cr.), is an operating expense, instead of the 
debits being an item in the first cost of the goods and the credit side a 
capital revenue. 

This carries us back to a consideration of the question of what is 
properly to be included under the head of “first cost of merchandise.” 
My contention is that the first cost of merchandise is the invoice cost 
less the highest discount shown in the terms offered and also less any 
prepaid freight or other charges added to the invoice or included in the 
price. 

That is, where a delivered price is used the freight and all other expense 
of delivery to railroad destination which are included in the individual 
prices of the merchandise items must be eliminated. This would resolve 
the invoice cost of the goods into its factors consisting of cost of mer- 
chandise, discounts offered and freight and other charges: 


Invoice for goods sold, delivered to railroad destination, on terms 








eI, nc cuncuddnat vegseeseveaeseweioneieian $750.00 
oo ods srcci pe cdesddbenseneneenbaseeda 150.00 
i ies tecvescweeee Cos paeea ee pen $600.00 
The three items of cost are therefore: 
Actual net cost of merchandise ($600.00 —5% discount)......... $562.50 
Purchase discount (5% on $750.00) ...........ccceeeeecceeeeeees 37.50 
PU SEE Ol, Ge BO, GURc coc cece cccvccsavsescccesccoveece 150.00 
Total cost of goods delivered at railroad destination.......... $750.00 


and in actual practice in a cost system these items of discount and freight 
would have to be pro-rated to each item on the invoice, as well as the cost 
of delivery to and storing in warehouse. 

Merchandise purchase account would show actual first cost of mer- 
chandise. Discount account debits would show amount of discount the 
business was entitled to take advantage of. The credits would show 
actual amount deducted when paying invoices within the discount period. 
The balance if any would always be a debit and show the amount lost 
by not taking advantage of terms offered, either because of insufficient 
capital or through oversight of disbursing department, and would there- 
fore also be a check on the work of the latter department that would be 
visible to all; while the old kind of purchase discount account does not 
show how much has been lost through either of the above mentioned 
causes except by analysis of both purchase discount account and purchase 
records, but shows only amounts deducted when payment was made within 
discount period. 

In fact, to carry the question to what seems to me to be its logical 
conclusion would be that when goods are received and the amount of t the 
invoice is incorporated in the books of accounts the invoice cost of mer- 
chandise sold delivered is then composed of only two parts, the net cost 
of goods (invoice cost less discount and all other charges) and freight 
prepaid, the discount being at that time only a contingent liability until 
the discount period has expired without taking advantage of it, when it 
becomes an actual operating expense. 

On the same theory under which discount not paid on purchases is 
credited to purchase discount and called a capital revenue, why should 
we not charge to expense and credit to interest earned an amount equal 
to the legal or any other rate of interest (which we might see fit to use) 
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on our entire capital on the presumption that if our own capital were 
withdrawn and borrowed capital used instead, we would incur this ex- 
pense, but by providing our own capital we “save” it. It seems to me 
that the latter is “saved” just as much as is the discount. 

Furthermore, by the same course of reasoning, the sales discounts 
should be handled the same way, where a discount is part of the regular 
price quoted to customers, except that sales discount account would be 
credited with the highest discount offered on all sales of merchandise 
and charged with all discounts deducted by trade customers. The balance 
of the account would always be a credit and would be a capital revenue 
by reason of having enough capital to carry the accounts if customers 
could not pay within the discount period. 

If the business is using borrowed capital then the interest on such 
capital, to the extent of the amount of the invoices the business is carry- 
ing to maturity for customers, should be offset by the credit balance of 
sales discount account, the remainder being either an expense or revenue, 
according to whether it is a debit or a credit balance. 

Yours very truly, 
Fort Worth, Texas. A SUBSCRIBER. 


This letter presents a third view of cash discount and treats it not as 
profit realized when taken or an expense when given, but as a penalty for 
not paying promptly. Those who adopt this view take the ground that 
the real price is the net price, and that the discount is added to the bills 
of those customers who do not pay within the discount period. If this 
view should be generally adopted, it would certainly seem necessary to 
change the terminology. Discount means something taken off or deducted, 
and does not mean anything added. 

If this view of cash discount is accepted, the usual treatment of the 
discount must be reversed. Instead of discount taken by customers being 
considered an expense of financing the business, discount not taken by 
customers would be considered a profit. In the same way, instead of 
considering discount taken on purchases as a profit, discount not taken 
would be considered a loss, or a penalty for not having sufficient capital. 
In both cases, discount taken would merely reduce the price paid to the 
net price and discount itself would be overlooked. Thus, in the case of a 
sale to a customer, the entries would be as follows: 


Ce iia sin nb ocak aeanoesae $1,000.00 
Sales ...4.+. Searssaceanabunene $980.00 
CU SN a ic occcccstapoans 20.00 
If the customer takes the discount, the entry would be: 
GOST nn cacasbeds cbuboakuctitbeon $980.00 
Cote GG, 5. Kedeciscndiacuns 20.00 
SEE Re : iesuceesteeees 1,000.00 


In which the cash discount disappears. 


In case the discount is not taken, the entry would be: 


RENO ee PUN Ae? .- $1,000.00 
CII ccc < cs cnc cdecensuin $1,000.00 
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Cash discount then remains credited with $20.00, paid by the customer 
for the extension of time. It is necessary, when taking the net price as 
the real price, to consider that the goods are sold payabie at thediscount 
date, with the privilege of taking the longer time, if the penalty is paid 
—not that the bill is payable at the later date, with a bonus in the shape 
of discount for anticipating the payment. 

Mr. H. C. Bentley, C. P. A., covers this point in an article in THe 
JouRNAL oF ACCOUNTANCY: 

“This is a theory which holds true in practice in some cases, but by no 
means in a majority of the cases. It is too impractical to be taken as a 
safe basis. It is one of those theories that may or may not be correct— 
but usually it is not. There are cases, many of them, possibly, where a 
company with ample available funds need not offer cash discounts to its 
customers as means of getting in money, or as insuring against bad ac- 
counts, yet the management feels that it is obliged to offer the cash dis- 
count merely to meet the custom of the trade. In such cases managers 
may take this unnecessary element of expense into consideration when 
fixing prices. In such cases, however, the writer contends that cash dis- 
counts on sales should be shown as a deduction from net profit from 
operations rather than as a deduction from sales, in order that the earning 
capacity of the business (net profit from operations) may be shown with- 
out regard to the effects of interest and discount items. If a concern such 
as the one just mentioned has to allow cash discounts on sales, is it not 
true that its conversion of sales into cash will be much more rapid? And 
if this be so then it can do a larger volume of business with each dollar 
of invested capital, or else it can earn interest by depositing or investing 
its surplus funds, abstaining from borrowing, as it would otherwise have 
to do.” 


PREMIUM oR Discount oN Bonps In SINKING Funp 


Editor, Students’ Department: 

Sir: When a corporation buys its own bonds for its sinking fund at a 
premium or a discount, how is the difference between the par value of the 
bonds and purchase price handled in the accounts? 

Thanking you for the above information, I remain, 

Very truly yours, 
Baltimore, Maryland. Rosert C. Morrow. 


Theoretically, the premium or discount should be amortized. That is, 
the true rate of interest realized on the amount paid for the bonds should 
be ascertained. This can be done by a long and difficult calculation, 
which is a waste of time for either a business man or an accountant, 
since the information can be readily obtained from the bond tables used 
by all dealers in bonds. When found, it is called the basic rate. This is 
the interest actually realized on the amount paid for the bonds. When 
a coupon is paid, the basic rate is calculated on the carrying value of the 
bonds and the amount credited to sinking fund interest. The difference 
between this amount and the coupon is credited to the principal of the 
bond account, if the bonds were bought at a premium, or charged to it, 
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if they were bought at a discount. In either event, the bonds will be 
brought to par in the account by the time they mature and are paid. 

The basic rate depends on two things, the amount of the premium or 
discount and the time the bonds have to run before maturity. If a 6% 
bond is bought at 110, each $1,000.00 bond will pay $60.00 a year. Since 
the bond cost $1,100,00 the interest on the investment would be only 
5.45 + % if the whole investment would be realized at the maturity of the 
bond. As only $1,000.00 will be paid then, the loss of $100.00 must be 
spread over the life of the bond. The amount of premium to be charged 
off every year would depend on the number of years involved. To make 
a simple illustration we will suppose that the time fixes the basic rate at 
5%. The calculation would then be as follows: 


Principal. invented. o.ss:000c0nsesveseccistedekksthinwets $1,100.00 
lst year coupon collected $60.00, credit interest $55.00, credit principal 5.00 


$1,095.00 
2nd year coupon collected $60.00, credit interest $54.75, credit principal 5.25 


$1,089.75 
3rd year coupon collected $60.00, credit interest $54.49, credit principal 5.51 


$1,084.24 


and so on, the interest always being calculated at the basic rate on the 
diminishing principal. Carrying this out for the number of years the 
bonds have still to run, the principal will be reduced to $1,000.00 by the 
time the bond is due. 

On the other hand, if a 5% bond were bought at 90% to yield 6%, 
the calculation would be the reverse of the above, as follows: 


Primstnnl tnatated.... <ncsiccccecencnessdccvennnsheaeadeua $900.00 
lst year coupon collected $50.00, credit interest $54.00, charge principal 4. 


$904.00 
2nd year coupon collected $50.00, credit interest $54.24, charge principal 4.24 


$908.24 
3rd year coupon collected $50.00, credit interest $54.49, charge principal 4.49 











$912.73 


with the same result, the principal amounting to $1,000.00 when the bond 
is due. 

Theoretically, then, the bonds would be charged to the sinking fund 
at what they cost. As each coupon was paid to the trustee, sinking fund 
cash would be charged with the amount and sinking fund interest would 
be credited with the interest at the basic rate on the existing balance of 
the amount invested, that is, the principal of the fund. The difference 
between this interest and the amount of the coupon would be a credit to 
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the principal if the bonds had been bought at a premium, or a debit if 
they had been bought at a discount. 

Practically, amortizing a premium or a discount is only necessary or 
advisable when the investment is large. If the amount is small, it is 
just as well to write off the whole premium at once, or in a comparatively 
short time by a charge to sinking fund interest. It is not advisable to 
write up bonds at a discount by a credit to sinking fund interest, but 
it can be done by using the amount each year which is found by dividing 
the discount by the number of years the bonds have to run. 

The balance of sinking fund interest is a credit to profit and loss at the 
closing of the books, in the same division as that in which bond interest 
is charged. It is really a reduction of bond interest. 


TREASURY STOCK 
Editor, Students’ Department: 

Sir: Kindly give me your valuable advice, through THE JouRNAL oF 
AccouNTANCY, on the following two cases: 

Twenty thousand dollars was borrowed and $20,000 worth of stock was 
issued and pledged as security. The $20,000 was paid and the stock 
returned. Is there any reason why this stock may not be canceled and 
put back in “stock unissued”? 

Three directors of the firm pledged their stock, valued at $15,000.00, 
$10,000.00 and $5,000,00, and received a loan of $7,500.00, $5,000.00 and 
$2,500.00 (to be used by the firm), with which they purchased new stock 
valued at $15,000.00. I believe it is their intention when the loan of 
$15,000.00 is paid (by the firm) to return the $15,000.00 worth of stock. 
May this stock be canceled and put back in “stock unissued”? 

One member of the firm contends that the $20,000.00 worth of stock 
returned is treasury stock and may be sold at less than par. 

Very truly yours, 
New Brunswick, New Jersey. E. H. MonacHANn. 


In regard to the first case no information is given as to where the 
$20,000 of stock issued to the lender, whom we will call John Doe, came 
from. The question as to the return of it to “stock unissued” would imply 
that it was stock that had never been issued, and that the directors had 
merely made out a certificate to Doe for that amount of stock, without 
putting any entries on the books showing its issue. 

As an ordinary accountant should not undertake to pass on the 
legality of any transaction involving more than the plainest principles of 
the law, we referred the matter to a lawyer who is an authority on such 
matters, and received the following very clear opinion. 


Prof. Seymour Walton: 


Sir: Pursuant to my promise, made to you over the telephone yester- 
day, I shall give to you my understanding of the situation described by you 
in your question. 

You fully realize, of course, that John Doe, if advised, would never 
accept the certificate of stock from the corporation, for, by so doing, he 
is placing upon his own shoulders a liability in this sense—in case of the 
insolvency of the corporation, other creditors would attempt to show that 
John Doe was a stockholder and not a general creditor, even though he 
held the corporate note for $20,000.00. On the other hand, if he did not 
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accept the stock, he would be a general creditor of the corporation to 
the extent of the corporate note, and would receive his proportionate 
share of the corporate assets. 

The transaction you describe would be looked upon either as: 


1.—A direct sale of the corporate stock to John Doe for $20,000, or 

2.—A loan to the corporation of $20,000 in return for the corporate 

note for that amount. 

It must be either one or the other. If it is a sale John Doe thereupon 
becomes the owner of the stock, which has been fully paid, and any 
corporate note given to Doe would be without consideration. 

If it is a loan to the corporation for that amount in return for 
the —— note, then the issue of stock is illegal and the stock itself 
1S VOl 

The facts as stated would, in many cases, give rise to a strong pre- 
sumption of fraud. Let us suppose, for example, that Doe is already a 
large stockholder in the corporation; that he is willing to put some more 
money into the corporation, but is dubious as to the success of the cor- 
porate enterprise, and that he does not wish to lose the whole amount in 
case of insolvency. On the other hand, if the corporation succeeds, he 
wants the benefits of a stockholder for the additional amount. He enters 
into the agreement suggested, taking the corporate note for $20,000.00, 
and also 200 shares of stock. If the corporation is successful, he will 
deliver up the note to the corporation at maturity and become the owner 
of the stock and reap the benefits therefrom and nobody will object in all 
probability. If the corporation becomes insolvent, he desires to reap the 
alternative benefit of being a general creditor to the extent of $20,000.00. 
Other creditors will immediately step in and show the true nature of the 
transaction, and in such a case the court would undoubtedly hold that 
Doe is a stockholder and not a creditor, and that the transaction was 
fraudulent and a mere subterfuge to protect Doe. 

Very truly yours, 
Chicago, Illinois. JoserH E. Fitcx. 


From the accountant’s standpoint, there would be no entry that could 
be made when the stock was given to Doe. When the note was given 
cash would be charged and notes payable credited. To show the issue 
of the stock also, it would be necessary to credit unsubscribed stock, but 
there would be no offsetting debit, unless John Doe were charged. To 
this he would certainly object, for it would put him in the position of a 
debtor for stock received and not paid for, and liable to creditors for the 
amount, if the company became insolvent. 

In the case of bonds in the treasury that are used as collateral for 
the company’s note, as they often are, it is not usual to make any entry 
on the books. The bonds are still in the treasury, although their location 
has been changed from the safe of the company to that of the bank. In 
the same way the stock given to Doe as collateral would not be represented 
by any entry, and therefore there would be no need for any entry when 
it was returned. It is true that the president and secretary would be in 
an awkward predicament on account of their having signed and issued 
stock that had not been paid for, but they should have thought of that 
before they did it. Even if they had made an entry charging “stock out as 
collateral” and crediting “unsubscribed stock,” they could hardly claim 
that a journal entry constituted payment for the stock. 

Looking at the matter as a business proposition, John Doe did not gain 
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anything by accepting the stock as collateral, unless, as Mr. Fitch intimates, 
he wished to be in a position where he could elect to call himself either a 
stockholder or a creditor as seemed most to his advantage. Purely as 
collateral, the stock was absolutely valueless. Either the company was 
solvent and could pay all its creditors, or it was not. If solvent, it would 
pay the note to John Doe when it became due, and no collateral would 
have been necessary. If it was insolvent and could not pay the note, it 
must be because its assets were not sufficient to satisfy its creditors and 
there would be nothing left for the stockholders. In one case the stock 
would be unnecessary, in the other it would be worthless. In neither case 
would it add anything to the strength of the note. 

In considering the second question, attention must first be called to 
the very common error of speaking of a corporation as a “firm.” The 
Century Dictionary defines a firm as “a partnership or association of two 
or more persons for carrying on a business.” George on Partnerships 
says: “What is known as ‘the firm’ is the aggregation of the individuals 
composing the partnership in their character as partners.” Again in 
Clark on Corporations: “In the case of an ordinary partnership the 
withdrawal of a member dissolves the firm. Even if the remaining 
partners continue to carry on the business as a firm, and under the same 
firm name, the identity of the firm is changed.” Nowhere does the term 
appear to be applied to a corporation, and its use in that connection seems 
to be entirely unauthorized. 

In answering the accounting point involved, as in dealing with all 
accounting propositions, the first thing to be done is to divest the matter 
of all unessential features, and to find out what was really done. It is 
entirely immaterial that the three men were directors, and that they came 
into possession of $15,000.00 by making loans on the stock that they 
already owned. The expression “to be used by the firm” does not apply 
to the money raised on the loans. The corporation obtained the use of 
the money when it sold the new stock, whether it was entirely a new 
issue, or part of the original capital as yet unissued. That it was the 
same money is entirely immaterial. Neither is it material that the cor- 
poration finally reacquires the stock by paying the notes of the directors. 

What was really done was that the corporation sold $15,000.00 of its 
stock at par for actual cash to someone and afterwards bought back the 
stock for cash at the same price. The stock having been fully paid for 
and issued, and then having been repurchased by the corporation, is true 
treasury stock and can be disposed of by the directors in any manner that 
their judgment dictates. It cannot be called unissued stock, because it 
has been once issued and fully paid. The $20,000.00 of stock issued to 
John Doe is not treasury stock, because it was never paid for, unless Doe 
surrenders his note, in which case the stock would be issued stock, but as 
it would then be the property of Doe and not of the corporation it still 
would not be treasury stock. If Doe collects his note and surrenders the 
stock, the latter still wouid not be treasury stock, because it had never 
been fully paid for and legally issued. It would be, what it always was, 
unissued stock. 
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PROBLEM 


OLIVEDALE LAND IMPROVEMENT COMPANY 


Authorized capital as per articles of incorporation dated March 30, 1915, 
$15,000.00, composed of 15,000 shares (preferred) at $1.00 par value. The 
stock is subscribed in the following manner: 


Number of Shares Price Per Amount of Cash 


Name Subscribed Share Received 
Wee reer eae 1,600 62%4c. $1,000.00 
DOR ic cvncscsvuahsaces 1,600 62%. 1,000.00 
eee 1,600 62%. 1,000.00 
5, Sa tdcidiersens - axe 1,600 62%4c. 1,000.00 

$4,000.00 
Treasury stock............ 5,000 The company buys of J. Ross 40 
J. Ross (land deal)........ 3,600 acres of land for which it gives 


—— $3,000.00 cash, 3,600 shares of 
15,000 stock at 62%c. per share and a 
mortgage for $500.00. 


Editor, Students’ Department: 

Sir: Kindly publish solution of the above problem through the medium 
of your valued Journat oF AccounTANcy and oblige, 
Respectfully yours, 


Los Angeles, California. L. H. CmarLanp. 


SoLuTION 


This problem, received at almost the same date as the letter last quoted, 
happens to fit into the same subject on account of its treatment of 
treasury stock. The problem does not correctly state the facts when it 
says: “The stock is subscribed for in the following manner,” and then 
lists under the heading “Number of shares subscribed” sundry subscribers 
for 10,000 shares and treasury stock for 5,000 shares. Treasury stock 
cannot be a subscriber. The 5,000 shares are not treasury stock at all; 
they are unsubscribed or unissued stock. 

Mr. Thomas Conyngton, in his most valuable book on Corporate 
Organization, says: “The term treasury stock is employed very loosely by 
business men and accountants to describe unissued stock. The better use 
of the expression is to designate the ‘issued and outstanding stock of the 
company that has been donated to or purchased by the corporation and 
which is held subject to disposal by the directors.’ Such stock is properly 
treasury stock, is the property of the company, and would be entered as an 
asset on its books. To style unissued stock ‘treasury stock’ is a misnomer. 
Unissued stock is merely the privilege of creating a liability. It is not in 
any sense of the word an asset.” 

The laws of California seem to provide for the issue of stock at a 
discount. Overland’s digest says: “Stock certificates must be issued to 
stockholders whose subscriptions are fully paid up, and may be issued 
prior to full payment if the by-laws so provide. If issued before full | 
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payment, the certificate must show on its face the amount paid thereon.” 
It is always better to put the full authorized capital on the books, but 

it must be distinctly understood that any balance in unsubscribed or un- 

issued stock, while appearing as a debit on the ledger and in the trial 

balance, must not appear as an asset in the balance sheet, but must be 

deducted from the capital stock to show the true net outstanding capital. 
The entries necessary to open the books would be: 


ds ce khs a <debaseadeeseede $15,000.00 
I MU oid sccenniestttiesdandhanaeuss $15,000.00 
Authorized capital 15,000 shares at $1.00. 
ED Bete Aesth cob ae dcadéavinnséeeretuands 10,000.00 
re 10,000.00 
CS Se 1,600 shares 
ee 1600 “ 
H. Arnold...... 1600 “ 
TM nsc0ees 1600 “ 
Ree 3,600 “ 
I A es cuteln hha 3,750.00 
To subscribers detailed by name.............. 3,750.00 


To cover discount on 10,000 shares sold at 62% 
cents per share. 

Reference should here be made to the minutes of 
the directors or stockholders at whose meeting 
the discount was authorized. 


Ns ei nn desl pu ahysthieiebhanseiondebe 5,750.00 
i Co ci nascibeeemnyeu ecekente 5,750.00 
Purchase of 40 acres of land (legal description) 
as per action of directors, or stockholders, see 
minutes, etc. 


NR 5. cuca gh MeGehad wasachouonacapes 2,250.00 
Bs, eh. ONE ici thn ann ccunscwocten 2,250.00 
Paying his subscription for 3,600 shares at 62% 
cents. 
Ie ad we Ae 500.00 
I i nt acine 500.00 


Mortgage given in part payment of land. 


Cash book entries in journal form, for convenience 


DEE Kc Vides sdb ateds sae eetdiek babulbine tues ceiasee 4,000.00 
To subscribers detailed by name............. 4,000.00 
(Detail of the names omitted in both places to 
save space.) 


WP Tce ccccccececccnesesenc cocvccccceess 3,000.00 
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The result would be the following: 
Balance Sheet, March 30, 1915 


Assets Liabilities 
DOG ciicscccinhedddiunin $5,750.00 Capital stock.. $15,000.00 
GH panascnddcaccediidss 1,000.00 Unissued ... 5,000.00 $10,000.00 
Discount on stock........ 3,750.00 ———_— 
Mortgage payable..... 500.00 
$10,500.00 $10,500.00 


As there is only one class of stock, it is difficult to see how it could be 
called preferred. 

The directors might object to the fictitious asset being called discount 
on stock and might wish to designate it organization expense. It may be 
that under California laws it would be permissible to extend the stock at 
62%4%, in which case the capital stock would show 


Capital stock....... $15,000.00 
Unissued ........ 5,000.00 
$10,000.00 

Issued at 6234%........+45- $6,250.00 


and the discount on stock would be eliminated. If so, it would be an 
exception to the ordinary rule. 

In no circumstances would the discount be added to the book value of 
the land—not even the discount on the stock given for the land itself. 





Texas State Society of Public Accountants 


At a meeting of the Texas State Society of Public Accountants resolu- 
tions were passed expressing appreciation and thanks of the society to 
J. C. McNealus, senator from Dallas, who introduced the C. P. A. bill 
and was largely instrumental in securing its enactment. 





Haskins & Sells, certified public accountants, announce that they 
have acquired and merged with their own the professional accounting 
business in Watertown, New York, and vicinity, heretofore conducted by 
Clifford E. Scoville, and latterly carried on under the name of Scoville & 
Muller. Mr. Scoville will remain as manager in charge of the Watertown 
office. 





Alexander C. Rae, C. P. A., and A. Lester Andrus, C. P. A., announce 
the formation of a co-partnership under the name of Rae & Andrus, with 
offices in Yeon Building, Portland, Oregon. 
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INTERSTATE COMMERCE COMMISSION’S UNIFORM SYS- 
TEM OF ACCOUNTS FOR CLASS “C” TELEPHONE COM- 
PANIES—OBJECTIONS AS SET FORTH IN THE BRIEF SUB- 
MITTED BY THE WISCONSIN RAILROAD COMMISSION. 


Prior to the promulgation by the interstate commerce commission 
of its uniform system of accounts for class “C” telephone companies, 
effective January 1, 1915, the Wisconsin railroad commission submitted 
to the commission a brief setting forth its objections to the system as 
tentatively proposed. The system as promulgated, however, follows 
the tentative system very closely. Consequently the Wisconsin com- 
mission does not withdraw its objections, but now urges that the 
interstate commerce commission reconsider .is decision and, as sug- 
gested in the brief on file, establish a system which will “meet the re- 
quirements of cost accounting on a uniform plan.” The commission 
takes this position because it feels that its objections to the interstate 
classification will not be removed even if the interstate commerce 
commission authorizes the stete commissions to require separate ac- 
counting by exchanges and toll systems and also a further subdivision 
of the accounts provided for in the classification.* The commission 
believes that such a method of procedure would be cumbersome, that 
the same primary accounts should be maintained by all classes of 
companies, and that only thus can the information required for an 
analysis of costs be obtained with a minimum of detail. 

The argument contained in the brief submitted by the Wisconsin 
commission is based largely upon the theory that rates should be 
determined by the cost of service and that the rates for each exchange 
and for each toll system should be fixed independently in accordance 
with the cost of operation. Upon this proposition there is consider- 
able difference of opinion throughout the country, but, if the individual 
exchange is to be adopted as the unit in rate-making proceedings, the 
validity of the objections urged by the commission must be conceded. 

It is contended by the commission in its brief that the interstate 
commerce commission’s classification (1) does not meet the require- 
ments of cost accounting on a uniform plan and (2) will not furnish 
the information required by governmental regulative bodies. A scien- 
tific system of accounts for a business subject to governmental control 
should accomplish, it is claimed, two results. It should disclose to the 
management of the business the costs incurred at each step in the 
productive process and at the same time provide the regulative agency 
with the means of determining the cost of each unit of service. 

The commission’s first objection is to the classification as a system 
of cost accounting. It is urged that, “the arrangement to be followed 


*A hearing was held at Washington, D. C., on March 4, 1915, for the purpose of 
considering whether the state commissions should be given such authority. 
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in grouping the accounts in any classification should be governed pri- 
marily by the purpose to be attained and the information necessary 
to accomplish that purpose,” and that as a matter of sound principle 
the accounts of telephone companies should be arranged by exchange 
systems and by processes within the exchange in order that rates may 
be determined in an intelligent manner and opportunity afforded for 
the study of economies in operation. The system promulgated by the 
interstate commerce commission does not require the segregation of 
toll and exchange systems in the accounts. Telephone companies are, 
however, permitted to keep separate accounts if they so desire. The 
Wisconsin commission believes that this segregation of accounts 
should be compulsory and that each company should be required to 
keep a separate set of revenue, operating expense, and property and 
equipment accounts for each exchange and toll system. It is urged 
that the wide variations in the costs per telephone as between ex- 
changes clearly indicate that the separate exchange and toll systems 
rather than the utility as a whole are the logical units for determining 
rates. Moreover, the state commissions require annual financial re- 
ports by exchanges for use in determining the normal cost of service 
by means of comparisons between exchanges and from year to year. 
It is asserted that the lack of such information will hamper the com- 
missions materially. 

As a system for cost accounting, the Wisconsin commission objects 
to the interstate commerce commission’s classification on the ground 
that the operating expenses are not arranged in accordance with the 
generally accepted principle that operating expenses should be grouped 
by specific processes in the business rather than by the business as a 
whole, so that departmental costs can be shown as well as the entire 
expense of conducting the business. The commission does not con- 
sider the telephone business so essentially different from that of other 
public utilities that certain of its expenses should be grouped by the 
utility as a whole rather than by departments or processes. It con- 
tends that the primary accounts in the general accounting structure 
should be the same for all classes of telephone companies. Such 
uniformity in the main structure would permit the extent of the sub- 
division of the primary accounts to be determined by the size of the 
utility. Inasmuch as many telephone companies operate exchanges 
greatly varying in size, the commission suggests that the earnings of 
each exchange rather than the size of the utility as a whole should 
determine the extent of the accounts to be kept for each exchange. 
Specifically, the commission objects to the omission of the classifica- 
tion of “commercial expenses” from the system for class “C” telephone 
companies. In the opinion of the commission commercial expenses 
are departmental costs to be distinguished from administrative and 
general expenses and should be retained in the main structure as one 
of the primary accounts. 

The arrangement of the balance sheet accounts does not appear to 
the commission to be sufficiently flexible to meet varying conditions. 
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It is suggested that the principle of “minimum structure,” establishing 
the same primary accounts for all classes of companies, should be 
applied to the construction of the balance sheet as well as to the 
operating accounts. Particular attention is called to the necessity of 
providing for the handling of “funds” in the balance sheet. 

The commission’s second basic objection to the interstate com- 
merce commission’s classification is that it fails to provide the infor- 
mation needed by state regulative bodies in order properly to perform 
their functions in determining the reasonableness of rates and main- 
taining adequate standards of service. From the standpoint of the 
regulative commission a classification of accounts should be deter- 
mined by the nature of the regulatory powers to be exercised. For 
this purpose a classification should both provide data for rate-making 
and disclose the facts as far as the service conditions are reflected in 
the investment and maintenance charges. Furthermore, any system 
of accounts prescribed by public authority should conform as closely 
as possible to the needs of the organization of the business. A classi- 
fication which shows the cost of each process which the utility under- 
takes in furnishing telephonic service would fill both of these require- 
ments. It is asserted by the commission that a classification of oper- 
ating expenses for all classes of telephone companies, under the heads 
of central office, wire plant, sub-station, commercial, general and un- 
distributed, will better meet the needs of the management and those 
of the state commissions than the classification issued by the inter- 
state commerce commission. 

The commission points out that in fixing rates according to the 
cost of service it is necessary to group expenses in such a manner that 
expenses depending upon the same factors shall be brought together. 
In the telephone business the controlling elements differ as between 
central office, sub-station and other classes of expenses. These there- 
fore must be segregated. In the interstate commerce commission’s 
classification expenses of widely divergent nature are grouped in single 
accounts. As an instance thereof, account No. 601, “repairs of equip- 
ment,” is cited. This account as set up by the interstate commerce 
commission includes central office maintenance expenses, which are 
influenced primarily by the traffic, and maintenance of sub-station 
equipment, which is a subscribed expense. 

Summing up its position the commission says: “When accounts are 
classified according to fundamental characteristics of the industry so 
as to depict the cost of each process, both the utility and the com- 
mission are able to relate reported expenses directly and unquestion- 
ably to the part of the business which brought them into existence.” 

In its brief the Wisconsin commission points out that although the 
extent of the jurisdiction of the interstate commerce commission is 
such as to include practically all telephone companies, nevertheless 
the great majority of cases involving rates and service will arise under 
the jurisdiction of state commissions, and that for this reason it is 
important that the system adopted shall be one which will afford the 
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information desired by the commissions in deciding these cases. On 
the other hand, the state commissions should not insist upon a classi- 
fication which will interfere with the purposes of the interstate com- 
merce commission. While disclaiming any desire to advocate its own 
classification merely for the reason that it is now in practical opera- 
tion, the Wisconsin commission is of the opinion that its classification 
conforms more closely than that of the interstate commerce commis- 
sion to the principles of cost accounting which should prevail in the 
telephone industry.* 





RAILROAD ACCOUNTING. By Wutiam E. Hooper, associate editor 
of the Railway Age Gazette. D. Appleton & Company. New York, 1915. 


The general purpose of this bock is, according to the author’s 
description, an attempt “to show the ‘why’ of the accounts.” 

In his first chapter he describes the information that railroad 
accounts should furnish and declares that this information can be 
divided into three classes, namely, that which is required by railroad 
managers for the purpose of enabling them intelligently to manage 
and operate properties committed to their charge; that which is re- 
quired for the information of the investor so that he may be able to 
judge of the value behind his investment; and that which is required 
by the general public, or the courts or commissions representing the 
public, for the purpose of regulation. 

As to the last requirement the author holds that only an ideal 
system of correct cost accounting, together with an exact statement of 
the assets, could set forth all the facts upon which a decision for or 
against a proposal affecting rates or expenses could be iustly based. 
As it is impossible to determine the exact costs of transportation, it is 
clear that any decision of the court or of the commission must be 
based upon the best available data, such data providing as close an 
approximation as possible to the exact cost of performing any class 
of service. 

Railroad accounts lend themselves much more readily to supplying 
the information for the investor than for that which is demanded by 
the regulative bodies. The investor wants to know what the assets 
and liabilities are and the term of the latter and the means of dis- 
charging them. He also wants to know the relations of the operation 
of the company. 


*At January 1, 1915, there were twenty-nine commissions, including the inter- 
state commerce commission, upon which authority over the accounting practice of 
telephone companies had been expressly conferred by law or which had assumed such 
authority under their general powers. At that date systems of accounts for telephone 
companies had been prescri in thirteen jurisdictions, including that of the inter- 
state commerce commission. These were: interstate commerce commission, California, 
Illinois, Indiana, Kansas, land, Montana, Nebraska, New York, Ohio, Oklahoma, 

ashington and Wisconsin. The interstate commerce commission’s classification for 
class “A” and class “B” telephone companies became effective January 1, 1913. 
California, Illinois, Indiana, Maryland, New York, Ohio and Washi use the 
system of the interstate commerce commission or one varying but er y therefrom. 
The systems in use in Wisconsin, Oklahoma, Nebraska and sas differ materially 
from that adopted by the interstate commerce commission. 
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The information required by the manager has to do more with the 
last-named phase of the affairs than with the others, his business being 
to increase the volume of operation and the ratio of profits. For 
him, therefore, there must be provided information of a statistical 
character which is only of collateral value to either of the othe: two 
classes of investigators. 

The general purpose of the author is to show clearly the meaning 
of the accounts and to describe the facts which they are supposed to 
represent. The work in its entirety might be considered as an attempt 
to devise in small compass an encyclopedia of railway accounts and 
operations. It is by no means a glossary of terms only, but is an 
effort to interpret the purpose and meaning of the accounts so that 
any one may through such interpretation be able to comprehend them 
and their bearing upon the facts which he is seeking to ascertain. To 
that end there is introduced a chapter of a very elementary character 
describing the general principles underlying “debits and credits” so as 
to show in a summarized form the manner in which the capital 
accounts would originate and increase and the income accounts be 
developed. 

There is an exceedingly interesting and instructive chapter on “ex- 
penses and capital expenditures” in which the author makes very clear 
the distinction between those two forms of outgo, which every ac- 
countant is supposed to appreciate but which is not always recognized 
as fully as it should be. 

The author clearly distinguishes between the two methods of capi- 
talizing additions and betterments made out of earnings, and the in- 
clusion of such improvements in the general operating expenses. He 
cites in this connection the latest rulings of the commission and 
opinions of the courts. His own view is that betterments or additions 
made through earnings should be shown in separaté accounts for the 
purpose of displaying their costs and should not be lost in the general 
operation expenses, but should form a separate and distinct asset. 

Especially does he think this is desirable when these betterments 
are part of the “cost of progress,” by which is meant such expendi- 
tures as are necessary to keep the railroad company abreast of the 
times through effecting required improvements. He holds that if such 
betterments are paid for out of current earnings the railway is entitled 
to earn a return upon them in quite the same measure as if they were 
paid for out of new capital investment, and that the only way to show 
that such a return is earned is to have the value of these additions and 
betterments reflected on the books in the proper accounts. He holds 
strongly to the theory that the “cost of progress” expenditures should 
not be merged with the general maintenance and upkeep of the road. 

The author shows the difficulty of figuring true depreciation on 
such complex features as enter into the items of a railroad plant. He 
holds that depreciation as charged by railroads under the rulings of 
the interstate commerce commission is little better than a guess, and 
gives his reasons therefor, in which he believes nearly every one who is 
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familiar with the methods of calculating depreciation as described by 
the commission will concur. 

The interstate commerce commission’s text for accounts pertain- 
ing to investments in road and equipment, maintenance of way and 
structures, maintenance of equipment, traffic expenses and general 
expenses are given with explanatory and enlightening remarks. These 
are followed by chapters on the statements of income, profit and loss 
and balance sheets. 

Other chapters deal with the organization features of railroads, and 
show the manner in which the various departments are organized and 
the work each one has to do. The functions of these seem clearly 
distinguished, and the methods of practice adopted and followed by 
some of our larger railroads are set forth in an interesting manner. 

The work contains a great deal of information which is of value 
to the investor and to the public, and to any one not familiar with the 
meaning of railroad accounts it should be extremely useful. 

To the accountant, the most valuable chapters are those on ex- 
penses and capital expenditures and on departmental organizations, 
their functions and methods. 

Epwarp L. SuFrern. 
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(aes 
Edward Preston Moxey 


It is with regret that we record the death of Edward Preston Moxey, 
C. P. A., president of the Pennsylvania Institute of Certified Public 
Accountants. 

By strange coincidence the news of Mr. Moxey’s death was received 
in New York while the board of trustees of the American Association of 
Public Accountants was assembled at its semi-annual meeting and appro- 
priate resolutions were immediately adopted. 

Mr. Moxey had been for many years a prominent member of the 
accounting profession in Pennsylvania and of the Pennsylvania Institute 
of Certified Public Accountants. He became president of the Institute 
in 1912 and occupied that position at the time of his death. By virtue 
of his presidency in the Pennsylvania Institute he was a trustee of the 
American Association of Public Accountants. 

At all times Mr. Moxey’s interest in the welfare and progress of ac- 
countancy was consistent and valuable, and in his death the profession 
loses one of its senior members and one of its most honorable exponents. 

The funeral was held on April 16th at Germantown, Pa., and was 
attended by representatives of the American Association of Public Ac- 
countants and the Pennsylvania Institute of Certified Public Accountants. 


P. W. Sherwood 


We regret to record the death of P. W. Sherwood, C.P.A., of 
New Orleans, La. 

Mr. Sherwood was one of the foremost accountants of Louisiana, 
and was largely responsible for the success attending the efforts of the 
Society of Louisiana Certified Public Accountants to bring about a satis- 
factory solution of the difficulties which confronted the profession in 
Louisiana a few years ago. He was one of the first members of the 
American Association of Public Accountants through the Louisiana 
society, and his influence was always exerted on the side of professional 
ideals. 
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